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INTRODUCTION 
 
 
PURPOSE OF AUDIT GUIDE 110 
 
This audit guide is titled the Guide for Auditing Child Development, Nutrition, and Adult Basic 
Education Programs.  It is to be used by independent auditors who perform audits of Child 
Development, Nutrition, and Adult Basic Education contracts administered by the California 
Department of Education (CDE).   
 
The Child Development Division, the Nutrition Services Division, and the Adult Education Unit  of 
CDE disburse public funds under contracts with private for profit, private not for profit, and public 
agencies to provide services to children and adults.  These programs are administered by private and 
public agencies and include child development, child and adult care food, national school lunch, 
school breakfasts, summer food, donated food commodities, and adult basic education. 
 
This guide sets forth the requirements and background information for auditing CDE programs. The 
guide supplements audit procedures and standards necessary to perform an examination in 
accordance with Auditing Standards Generally Accepted in the United States of America, with 
Government Auditing Standards issued by the Comptroller General of the United States, and with 
applicable Office of Management and Budget Circulars.  This is not a complete manual of 
procedures, nor does it supplant the auditor's professional judgment. 
 
AUTHORITY FOR AUDIT GUIDE 120 
 
Section 8448 of the California Education Code (law) requires an annual financial and compliance 
audit of organizations that contract with the State under a direct service contract as defined therein.  
It provides that the financial and compliance requirements to be reviewed during the audit are to be 
developed and published by the California Department of Education (CDE) in consultation with the 
Department of Finance and the Auditor General. 
 
Pursuant to the law, Section 18071 of the California Code of Regulations, Title V, requires an 
acceptable audit be submitted to the Audits and Investigations Division (A&I) of CDE.  The A&I 
has determined that an “acceptable audit” meets the reporting requirements of Section 200 of A&I’s 
Guide for Auditing Child Development, Nutrition, and Adult Basic Education Programs.  To assist 
the auditor in selecting the appropriate statements, reports, and schedules that are required to be 
included in the audit report, Schedule B in Section 200 contains a “Matrix of Audit Report Types 
and Reporting Requirements.” 
 
 
 
 
 
   



GENERAL AUDIT OBJECTIVES 130 
 
The general objectives for audits of CDE programs are to determine whether: 
 
1. The agency's financial statements are presented in accordance with Accounting Principles 

Generally Accepted in the United States of America, as set forth in the applicable Statements 
of Auditing Standards.   

 
2. The agency establishes and maintains effective internal controls to discharge 

management responsibilities and adequately safeguard federal and state interests. 
 
3. State and Federal funds are being expended in accordance with the terms of applicable 

agreements and those provisions of law or regulations that could have a material effect on 
the financial statements or on the programs tested. 

 
4. The direct and indirect costs incurred and claimed for reimbursement under the contracts 

are reasonable, allowable, and allocable to the program 
 
5. The supplemental information required by the audit guide is fairly stated, in all material 

respects, in relation to the combined financial statements taken as a whole. 
 
AUDIT GUIDE CHANGES 140 
  
This audit guide is effective May 2002 and supersedes CDE’s Audit Guide 2000 in its entirety.  
Future updates to this audit guide may be made periodically, depending on changes in applicable 
laws, regulations, and other guidelines.  The Audits and Investigations Division provides Internet 
access to this audit guide through its Web page.  Go to www.cde.ca.gov/labranch/Audits.html 
and click on CDE Audit Guide. 
 
Suggestions for improving the audit guide should be addressed to the Audits and Investigations 
Division by calling (916) 322-2288. 

   



SECTION 200 
 
 

AUDIT ADMINISTRATION 
AND 

AUDIT REPORTING 
REQUIREMENTS 

 
 
 

    



Table of Contents 
 

General Information……………………………………………………………………Section 201 
 
Auditor Qualifications…………………………………………………………………Section 210 
 
Auditing Standards…………………………………………………………………….Section 212 
 
Technical Assistance…………………………………………………………………...Section 216 
 
Working Papers………………………………………………………………………...Section 217 
 
Retention of Records by Agency…………………………………………………...….Section 218 
 
Contracts For Audit Services…………………………………………………………..Section 219 
 
Child and Adult Care Food Program Audit Cost Reimbursement…………………….Section 220 
 
School Nutrition Program and Adult Education Unit Audit Cost Reimbursement……Section 221 
 
Audit Report Submission Deadlines…………………………………………………...Section 230 
 
Review of Audit Reports by California Department of Education…...………………..Section 240 
 
Modifications of Issued Reports……………………………………………………….Section 241 
 
Delinquent School Nutrition Program Audit Reports………………………………….Section 242 
 
Reinstatement of School Nutrition Programs after Termination………………………Section 243 
 
Delinquent Child Development Program Audits………………………………………Section 244 
 
One-Time Only Extensions…………………………………………………………….Section 
245 
 
Questions or Requests for Interpretation of Contract or Annual Audit Results……….Section 255 
 
Audit Report Types and Reporting Requirements……………………………………..Section 270 
 
Reconciliation………………………………………………………………………….Section 271 
 

    



Table of Contents 
(Continued) 

 
Stub Periods………………………………………………………………………...….Section 272 
 
Reference Material……………………………………………………………………..Section 290 
 
Evolutionary Process of Changes since “OEA” Audit Guide………………………….Schedule A 
 
Matrix of Audit Report Type and Reporting Requirements …………………………...Schedule B 
 
Example – Reconciliation of Single Audit, Comprehensive Annual Financial 
Report, Annual Report, and For-Profit Audit to Child Care Program Audit, 
Periods Ended February 28, 200X and June 30, 200X ………….……………………. Schedule C 
 
 
 

 



 

GENERAL INFORMATION               201 
 
Education Code Section 8448 requires an annual independent financial and compliance audit of each 
organization that contracts with the state under a direct service contract.  A “direct service contract” 
means any contract with any public or private entity for child care and development programs, 
resource and referral programs, and programs contracting to provide support services.  Audits 
carried out hereunder shall be audits of the contractor rather than audits of individual contracts or 
programs.   
In the case of any contractor that receives less than twenty-five thousand dollars per year from any 
state agency, the audit required by this section shall be conducted biennially, unless there is evidence 
of fraud or other violation of state law in connection with the direct service contract.   
 
Independent auditors are to perform the audits in accordance with auditing standards generally 
accepted in the United States of America.  The audit shall be completed by the 15th day of the fifth 
month following the end of the contractor’s fiscal year. 
 
The Child Development Division, the Nutrition Services Division, and the Adult Education Unit of 
the California Department of Education disburse public funds to private not-for-profit, private for-
profit and public agencies to provide services for children and adults.  Staffs from these Divisions 
are responsible for administration of the programs. 
 
The Audits and Investigations Division of the California Department of Education is responsible for 
reviewing audits of agencies that provide services under contract with the California Department of 
Education and for conducting independent audits and investigations. 
 

AUDITOR QUALIFICATIONS             210 
 
1. Child Development Programs, Child and Adult Care Food Programs, and Adult Basic 

Education Programs 
 

For Child Development Programs, Child and Adult Care Food Programs, and Adult Basic 
Education Programs administered by private not-for-profit organizations, private for-profit 
organizations, four-year universities, colleges, cities, and counties, audits must be performed 
by one of the following: 
 
a. Certified Public Accountant (CPA) licensed by the California State Board of 

Accountancy; 
 
b. Public accountant licensed on or before December 31, 1970 by the California State 

Board of Accountancy; 
 
 

 



AUDITOR QUALIFICATIONS             210 
 
c. Internal audit unit which is not subject to the direction or authority of the manager 

responsible for the Child Development and Adult Education programs; or 
 
d. California Department of Education’s Audits and Investigations Division, State 

Auditor General, State Controller, and other comparable audit group that is 
independent of the auditee. 

 
2. Single Audits 
 

Financial and compliance audits of governmental entities and not-for-profit agencies that are 
conducted by an independent auditor in accordance with government auditing standards shall 
follow the auditor selection guidelines established by OMB Circular A-133. 
 
Audits must be performed by one of the following: 
 
a. CPA licensed by the California State Board of Accountancy; 
 
b. Public accountant licensed on or before December 31, 1970 by the California State 

Board of Accountancy; 
 
c. California Department of Education’s Audits and Investigations Division; or 
 
d. Other comparable federal, state, or local audit group that is independent of the 

auditee. 
 

AUDITING STANDARDS              212 
 
Each audit shall be performed in accordance with auditing standards generally accepted in the 
United States of America and the standards applicable to financial audits contained in the 
Government Auditing Standards issued by the Comptroller General of the United States.  For Non-
Federal entities that expend $300,000 or more in a year in Federal awards, the audits also must be 
performed in accordance with the requirements contained in the U.S. Office of Management and 
Budget  (OMB) Circular No.  A-133, Audits of States, Local Governments, and Non-Profit 
Organizations. 
 

TECHNICAL ASSISTANCE             216 
The Audits and Investigations Division (A&I) shall provide auditors and contracting agencies 
with technical assistance.  General auditing and reporting questions should be directed to the 
attention of A&I audit staff by correspondence, telephone, FAX, or email.  Addresses are 
provided in Sections 220 and 230 of the audit guide.  Telephone numbers and email addresses of 
individuals can be obtained via our website at www.cde.ca.gov/labranch/Audits.html. 

 



WORKING PAPERS              217 
 
RETENTION OF WORKING PAPERS 
 
Working papers and reports shall be retained for a minimum of three (3) years unless the auditor is 
notified in writing by the Audits and Investigations Division of the need to extend the retention 
period. 
 
QUALITY CONTROL REVIEWS 
 
The California Department of Education reserves the right, as USDA’s designee, to perform a 
review of audit working papers covering audits of the Child and Adult Care Food and School 
Nutrition Programs.  7 CFR Part 3015.75 (b) states “Workpapers and reports shall be retained for a 
minimum of three years from the date of the audit report unless the auditor is notified in writing by 
OIG (Office of Inspector General) to extend the retention period.  Audit workpapers shall be made 
available upon request to OIG, its designee, or the General Accounting Office.” 
 
These quality control reviews of audit working papers will determine whether audits have been 
performed in conformity with the auditing standards contained in the audit guide and other 
applicable standards. 
 
The California Department of Education also reserves the right to perform a review of audit working 
papers covering audits of Child Development Programs.  Education Code Section 8448 (i) (l) states: 
“Nothing in this article limits the authority of the State Department of Education to make audits of 
direct service contracts.  However, if independent audits arranged for by direct service contractors 
meet generally accepted auditing standards, the State Department of Education shall rely on those 
audits and any additional audit work shall build upon the work already done.” 
 
RETENTION OF RECORDS BY AGENCY            218 
 
Title 2, Section 33421, Records, states that records, including those of subcontractors which support 
claims for federal and state funds, must be retained for a period of five (5) years, except for Child 
Nutrition Program records, subsequent to the completion date of the contract for possible future 
audits by federal and/or state auditors.  Such records shall include income and expenditure reports, 
enrollment and attendance, family eligibility, cost allocation plan, and any other documentation to 
support prior claims. 
 
Historical documents supporting verification of California Department of Education approval of cost 
studies, cost allocation plans, sub-contracts and management agreements should be kept 
permanently.  Child Nutrition Program records shall be retained in accordance with regulations 
adopted by the USDA relating to the retention of those records.  However, in cases where an audit 
has been requested by a state agency or USDA, which remains unresolved, the records shall be  
retained until the date the audit is resolved.

 



CONTRACTS FOR AUDIT SERVICES            219 
 
Contracts for audit services, whether obtained by the competitive bid process or negotiation, must be 
in writing and obtained by using applicable procurement standards.  All audit contracts must contain 
a statement to the effect that auditor(s) shall make available, on request by California Department of 
Education, copies of all audit working papers pertaining to the audit. 
 
 
CHILD AND ADULT CARE FOOD PROGRAM AUDIT COST 
REIMBURSEMENT              220 
 
Reimbursement for a portion of the costs associated with a sponsor’s Child and Adult Care Food 
Program audit may be available from California Department of Education.  The amount of audit cost 
subject to reimbursement is dependent on the amount of funds available to California Department of 
Education. 
 
Reimbursement will be allowable only if the audit submitted tested Child and Adult Care Food 
Program funds in accordance with OMB Circular A-133 Compliance Supplement for Audits of 
States, Local Governments and Non-Profit Organizations, Section 4-10.588, and presents schedules 
listed in the Table of Contents, Appendix A, Findings, Questioned Costs and Recommendations 
explaining adjustments to meals or enrollment (if any). 
 
Reimbursement for audit costs will require the auditee to submit the auditor’s itemized invoice 
listing the cost for each fund audited and mail to: 

 
California Department of Education 
Audits & Investigations Division 
560 J Street, Suite 290 
Sacramento, CA  95814 
Attention:  Nutrition Audits Section 

 
Reimbursement for an audit will not be made until California Department of Education’s Audits and 
Investigations Division certifies to the Director of Nutrition Services Division that the audit 
complies with applicable federal and California Department of Education requirements.  In addition, 
there will be no reimbursement for audit costs until all outstanding child nutrition accounts 
receivable to California Department of Education have been paid. 
 
Reimbursement shall not exceed that portion of the audit’s cost equal to Child and Adult Care Food 
Program’s portion of total federal funds.  Example: 
 

Sponsor’s Total Federal Funds   $330,000 
Child and Adult Care Food Program Portion  $110,000  (1/3 of total of federal funds) 
Cost of Audit      $    3,000 
Maximum Reimbursement    $    1,000  (1/3 of cost of audit) 

 
 
 



CHILD AND ADULT CARE FOOD PROGRAM AUDIT COST 
REIMBURSEMENT              220 
 
AUDIT COST EXEMPTION 
 
The cost of single and program-specific audits is no longer allowable if the auditee is exempted from 
the OMB Circular A-133 audit requirement under 7 CFR 3052.200 (d).  In addition, non-federal 
entities (i.e., Child Development Division contractors) that expended less that $300,000 in a fiscal 
year have no Federal audit requirement and, therefore, may not charge the cost of any audit to its 
Federal awards and claim reimbursement for Child and Adult Care Food Program audit costs.  
However, the state program covers state-required audits of non-federally funded state programs. 
 
SCHOOL NUTRITION PROGRAM AND ADULT EDUCATION UNIT AUDIT 
COST REIMBURSEMENT             221 
 
Federal regulations do not allow audit cost reimbursement to School Nutrition Program and Adult 
Education Unit sponsors in excess of normal program reimbursement.  However, sponsors would 
normally not be charged for audits initiated and performed by California Department of Education's 
Audits and Investigations Division auditors or other auditors employed by state or local 
governments. 
 
 
AUDIT REPORT SUBMISSION DEADLINES           230 
 
Contracting agencies must continue to submit the Annual Audit Status Certification (AASC) forms 
to the California Department of Education, Audits and Investigations Division. 
 
A. Contractor Audit - State and Federal Child Development Programs 
 

The auditor should obtain permission of the contracting agency (auditee) to mail one copy of 
the audit report to the California Department of Education, Audits and Investigations 
Division (A&I).  The auditor must inform A&I  if the auditee refuses to allow the auditor to 
send the audit reports directly to A&I. 
 
Audit reports of the previous fiscal year must be filed by the 15th day of the fifth month 
following the end of the contractor's fiscal year (by November 15, if the contractor has 
a June 30 fiscal year end).   
 
Child Development Division funded agencies that also have Child Nutrition Programs 
and/or Adult Basic Education programs must submit a contractor’s audit covering 
both programs. 

 
Agencies that are on conditional status may be required to submit their audit reports at an 
earlier date.  One copy of the audit report is to be mailed to: 

 
 
 



 
 
AUDIT REPORT SUBMISSION DEADLINES           230 
 

California Department of Education 
  Audits and Investigations Division 
  560 J Street, Suite 290 
  Sacramento, CA  95814 

 Attention:  Child Development Audits Section 
 

A&I will not accept a pro forma or draft audit report submitted as a substitute for the 
contractor audit report. 

 
CHILD DEVELOPMENT PROGRAM REPORTING DATES  

 
For agencies with fiscal years ending June 30, these are the report due dates: 
 
October 15   Conditional contract audits with an early audit requirement 

 
November 14   All audit extension requests 

 
November 15   All audit reports 

 
December 1   Audit delinquency report is sent to the Fiscal Administrative 
               Services Division (FASD) 

 
December 15   Audits with A&I approved extensions 
 
For agencies with fiscal years ending other than on June 30, these are the report due dates: 
 
The 14th day of the fifth month   All audit extensions 
after the contractor’s fiscal year end 
 
The 15th day of the fifth month   All audit reports 
after the contractor’s fiscal year end 
 
The 1st day of the sixth month after    Audit delinquency report is sent 
the contractor’s fiscal year end   to FASD 
 
The 15th day of the sixth month after   Audits with A&I approved  
the contractor’s fiscal year end   extensions 
 
 
 
 
 

 



 
AUDIT REPORT SUBMISSION DEADLINES           230 

 
B. Single Audit 

 
1. Report Submission 
 

All contracting agencies—non-profit organizations, states, local governments 
(including counties, cities, and school districts), and Indian Tribal Councils—shall 
submit one copy of the Single Audit to the California Department of Education, 
Audits and Investigations Division (A&I) at the address given in section A above.  
A&I will not accept pro forma or draft audit reports submitted as a substitute for the 
final single audit report. 

 
2. Due Date 

 
For Single Audits on the types of agencies listed in item B.1., above, OMB Circular 
A-133, Subpart C, Section __.320 (a) states that the single audit data collection form 
and audit reporting package shall be submitted within the earlier of 30 days after 
receipt of the auditor’s report(s), or nine months after the end of the audit period, 
unless a longer period is agreed to in advance by the cognizant or oversight agency 
for audit.   
 
The cognizant or oversight agency for audit means the Federal agency designated to 
carry out responsibilities for providing technical audit advice and coordinating single 
audits and their resolution. 
 

 3. Additional Requirements 
 

a. Adult Basic Education (ABE) agencies and sub-contractors shall submit an 
annual Single Audit within six months after the end of the audited period in 
accordance with the program's General Assurances.  The Mid-Year Activity 
and Expenditure Report is due to the Adult Education Unit program staff on 
December 15 and forms can be accessed at the website:  www.otan.dni.us 

 
The types of ABE agencies who submit applications for funding and Single 
Audits consist of the following: 
 

• School Districts; 
• Community Colleges; 
• Libraries; 
• Charitable Trusts; and 
• Private Non-Profit agencies 

 
 
 
 



AUDIT REPORT SUBMISSION DEADLINES           230 
 

b. County Governments 
 

County Governments also should mail the annual Single Audit to the State 
Controller’s Office at: 

 
    State Controller’s Office 
    Division of Audits 
    Post Office Box 942850 
    Sacramento, CA  94250-5874 
 

c. School Districts 
 

School Districts also shall submit to the State Controller’s Office an annual 
Single Audit by December 15 of each year in accordance with Education 
Code Section 41020.  The audit shall be mailed to: 
 

    State Controller’s Office 
    Division of Audits 
    Post Office Box 942850 
    Sacramento, CA  94250-5874 

 
e. Sub-Contracts 

 
Child Development agencies may  provide child care services to other 
facilitators (e.g., School Districts and local governments) under sub-contracts 
or management agreements.  These agencies are required to obtain audits and 
provide the facilitator with two copies of the audit report on the sub-contract 
by November 15, unless a request for extension has been granted.  

 
C. For-Profit 
 

Single audit requirements apply to a for-profit contractor who is determined to be a 
"subrecipient" of Federal awards, as defined in SECTION 501.  Otherwise, the for-
profit contractor is subject to the contractor audit submission deadlines in SECTION 
230A. 
 

D. Program-Specific 
 

If the single federal award has expenditures of $300,000 or more, the program-
specific audit is submitted in accordance with the Single Audit requirements in 
SECTION 230B above. 

 
 
 
 



REVIEW OF AUDIT REPORTS BY CDE           240 
 
California Department of Education's Audits and Investigations Division (A&I) has the 
responsibility of reviewing audit reports to determine whether reports are in conformance with the 
audit reporting requirements of this Audit Guide.   
 
During the review of an audit report, A&I's staff may identify a variety of reporting problems.  Some 
of these problems are material by themselves, while others are considered material only when 
aggregated with other problems.  Reports with a limited number of minor reporting problems may be 
certified as acceptable reports by A&I.  Reports with major reporting problems or a significant 
number of minor problems will not be certified as acceptable audit reports by A&I  (It should be 
noted that it is possible for the Child Development Program portion of an audit to be deemed 
acceptable while the Child and Adult Care Food Program or School Nutrition Program portion is 
deemed unacceptable). 
 
Title 5, Section 18072 of the California Code of Regulations, states that the audit, after review and 
any revision by A&I, shall be the final accounting of any amount payable to or receivable from the 
agency pursuant to a child development contract. 
 
At the completion of the review of each audit report, A&I notifies Child Development Fiscal 
Services, Fiscal and Administrative Services Division, California Department of Education.  In cases 
where the audit  report is unqualified and contains minor reporting problems, generally only the 
CPA will be notified of reporting problems identified by A&I.  If a report is not accepted by A&I 
because of major reporting problems or a significant number of minor problems, A&I may notify the 
executive director of the agency, Board of Directors of the agency, and the CPA, providing a brief 
description of each deficiency. 
 
MODIFICATIONS OF ISSUED REPORTS           241 
 
In some instances, A&I staff may require additional fiscal information about a contracting 
agency or require a revision or modification of an issued audit report.  In these cases, A&I staff 
will contact the agency director and/or auditor by telephone or letter.  In response, the agency 
must submit the revisions or modifications in the following manner: 
 
• Revisions must be submitted by and attested to by the independent auditor to be considered 

acceptable. 
 
• Revisions must be submitted to A&I within 30 days after receipt of A&I’s letter to the 

agency director and auditor. 
 
• Revisions may be submitted via regular mail delivery or fax transmission to the attention of 

the assigned A&I auditor. 
 
MODIFICATIONS OF ISSUED REPORTS           241 
 
If an agency fails to meet these requirements, A&I staff will refer the agency to the Child 
 



Development Case Conference Committee, which may result in suspension of the agency’s 
funding. 
 
The CPA must also send copies of the modified or revised audit report to all holders of the 
original report.  Additional comments or explanations may be added to filed reports as inserts or 
supplements; however, such additions must comply with the above requirements to be acceptable 
and also be sent to all holders of the report. 
 
DELINQUENT SCHOOL NUTRITION PROGRAM AUDIT REPORTS       242 
 
Audits are due as stated in either SECTION 230, A or B2 and no extensions will be granted.  If a 
timely and acceptable School Nutrition Program audit is not submitted to California Department of 
Education as required, the sponsor’s reimbursement claims may be suspended beginning with the 
first month of delinquency (usually July or January).  If an audit is outstanding for thirty (30) days or 
more after the due date, payments will be canceled.  Thus, the participant will lose reimbursement 
for one or more months.  If the audit is still outstanding for more than ninety (90) days after the 
deadline, the participant may be terminated from all Child Nutrition Programs and will lose all 
reimbursement beginning with the first month of cancellation.  However, before any termination 
occurs, the participant will receive at least two written notices regarding delinquency. 
 
REINSTATEMENT OF SCHOOL NUTRITION PROGRAMS AFTER 
TERMINATION               243 
 
A School Nutrition Program participant that has been terminated from any Child Nutrition Program 
(CNP) for failure to meet the audit requirement must submit an acceptable audit before being 
reinstated.  The audit must cover the program year that was not previously audited as required and 
may also include the following program year.  Additional paperwork will be required for any 
participant that reinstates after termination. 

DELINQUENT CHILD DEVELOPMENT PROGRAM AUDITS        244 

Audits are due as stated in SECTION 230, A  and Title 5, Section 18073, states that the audit 
shall be considered delinquent and all apportionment shall be withheld if an audit is not received 
on or before the due date and an extension has not been granted in accordance with Title 5, 
Section 18056. 

ONE-TIME ONLY EXTENSIONS                        245 
 
Except for Child Development Program auditees on conditional status, Title 5, Section 18073 allows 
California Department of Education’s Audits and Investigations Division to grant an auditee a one-
time only, thirty (30) calendar day extension of the due date to December 15 provided the inability 
of  

ONE-TIME ONLY EXTENSIONS                        245 
 
the auditee to submit the audit  by the due date was beyond the fault and control of the auditee.   
 



 
Requests for extensions shall be in writing by the Agency Director and either mailed or faxed by 
4:00 PM on November 14 to: 
 
    California Department of Education 
    Audits and Investigations Division 
    560 J Street, Suite 290 
    Sacramento, CA  95814 
    Attention: Child Development Audits Section 
    Fax: (916) 323-5279 
 
Agencies with a fiscal year ending on a date other than June 30, must request an extension by 
4:00 PM on the 14th day of the fifth month after the contractor’s fiscal year end. 
 
Requests for extensions postmarked or faxed after this date and time will not be considered or 
granted. 
 
QUESTIONS OR REQUESTS FOR INTERPRETATION OF CONTRACT 
OR ANNUAL AUDIT RESULTS                  255 
 
If at any time, agency staff or the agency’s auditor has questions about A&I's interpretation of 
contract funding terms and conditions, regulations, or Education Code requirements, the agency 
director or auditor may contact the A&I auditor assigned to review the audit, or contact the A&I 
manager or office directly at (916) 445-6776.  Agency staff or the agency auditor may contact 
A&I staff via telephone or in writing or by fax with questions.  A&I’s fax telephone number is 
(916) 323-5279. 
 
A&I staff will endeavor to answer general questions to the best of their ability.  Specific 
questions about a particular agency’s audit report should be addressed to the A&I auditor 
assigned to review the audit. 
 
Agency directors and the agency auditor may also e-mail A&I staff from the A&I website at: 
www.cde.ca.gov/labranch/Audits.html 

 
 

AUDIT REPORT TYPES AND REPORTING REQUIREMENTS        270 
 
The matrix in Schedule B was designed to provide auditors easy access to reporting requirements for 
all types of audit reports applicable to CDE-funded private and public agencies.  Descriptions of the 
types of audits that are currently available and proposed are as follows: 
 
 
AUDIT REPORT TYPES AND REPORTING REQUIREMENTS        270 
 
1. Single (OMB Circular A-133) Audit: 
 
 



 An OMB Circular A-133 audit is required of any institution expending $300,000 or more 
in total Federal funds under more than one Federal program.  These are listed in the 
Catalogue of Federal Domestic Assistance (CFDA)  and have a designated CFDA number.  
Examples include CDP, NSD, and AEU programs. 

 
For-profit organizations are exempt from Government Auditing Standards and the audit 
requirements of OMB Circulars A-133 and A-122. 
 

2. Contractor (Financial Statement) Audit: 
 

In this type of audit, the agency (contractor) is required to submit an audit of the financial 
statements of the entire organization providing child care services rather than audits of 
individual CDD contracts or programs, in accordance with Section 8448(g) of the Education 
Code.  Examples include the following: 

 
a. Child Development Program (CDP) State funding expended is between $25,000 and 

$300,000; Nutrition Services Division (NSD) Federal funding expended is between 
$25,000 and $300,000; and Adult Basic Education (ABE) Federal funding expended 
is between $25,000 and $300,000. 

 
b. The agency received no Federal funding and received an unlimited amount of State 

CDP funding. 
 
County Welfare Department offices can no longer submit only an audit on program 
expenditures and funds received in a Statement of Claim of the CDP.  This audit guide 
supercedes the Audit Guide for Auditors of Child Development Programs Administered by 
County Welfare Departments, issued by CDE for fiscal year 1989-90.  This audit guide 
requires that the auditor's opinion shall be rendered on the financial statements and 
supplementary information covering the Child Development programs and on the single 
audit.  See section 271(4.). 

 
 Local government entities and higher educational agencies that receive CDP, NSD and ABE 

funding must report all contracts and grants in their audited financial statements and required  
supplementary information.  This applies to the subcontracts of  program services by the 
following: 
 

1. Associations and Foundations subcontracted by Universities and Colleges; 
2. Component Units subcontracted by Cities, Counties, Parks and Recreation 

Districts, and local educational agencies; 
3. Religious affiliates subcontracted by Churches; and 
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4. Divisions subcontracted by public benefit non-profit organizations and for-
profit organizations. 
 

 



 Refer to SECTION 600 for audit and reporting guidance. 
 

Audit Requirements: 
 
a. The audited financial statements of the organization shall cover all of the activity of 

the CDP and ABE.  Organizations shall maintain separate books and accounts for the 
CDP and ABE; 

 
b. Organizations that have a fiscal year end other than June 30, are required to submit a 

reconciliation of the financial statements of the Contractor's Audit to those of either 
the organization's Single Audit, Comprehensive Annual Financial Report (CAFR) or 
Annual Report (See SECTION 271, Reconciliation). 

 
Organizations That Typically Need To Submit A Reconciliation Are: 
 
1. Cities and Counties; 
2. Universities;  
3. Community Colleges; 
4. Foundations; 
5. Associations; 
6. Churches;  
7. Public benefit non-profit corporations; and 
8. For-Profit organizations 

 
3. For-Profit: 
 

The financial statements of a for-profit organization shall be a "hybrid" of the Balance Sheet 
and Income Statement approach for the for-profit portion, and Statement of Financial 
Position and Statement of Activities approach for the CDP, CACFP, SNP, SFSPC, and ABE 
portion of the organization.  Supplementary information is required for the CDP, CACFP, 
SNP, SFSPC, and ABE portion of the organization's audit report, and includes the combined 
report on compliance and internal control over financial reporting based on an audit of 
financial statements in accordance with Government Auditing Standards. 
 
 
Single audit requirements apply to for-profit contractors who are determined to be a "sub 
recipient" of federal awards in accordance with Section 210 of OMB Circular A-133 (see 
SECTION 500, For-Profit Audit Requirements).  In addition to the above reporting 
requirements, the supplementary information shall include a report on compliance with  
requirements applicable to each major program and internal control over compliance in  
accordance with OMB Circular A-133.  Refer to MATRIX, Schedule B for complete 
reporting requirements. 

 
For-Profit Organizations Include: 
 
1. Sole Proprietorships; 

 



2. Partnerships, including LLP's; 
3. Corporations, including LLC's;  
4. Associations; and 
5. Public benefit corporations  

 
4. Program (Grant/Contract) Specific Audit: 

 
This type of audit applies solely for Nutrition and ABE Programs with only one Federal 
program.  Audits of only one Federal program should be conducted in accordance with 
Federal laws, regulations, or audit guides relative to that particular program.  The Office of 
the Inspector General for the U.S. Department of Agriculture (OIG) has issued an Audit 
Program covering the CACFP and Summer Food Service Program for Children (SFSPC).  
Refer to APPENDIX A.2 for examples of reports. 

 
5. No Audit is Required: 
 

When total federal and state funding is less than $25,000.  Section 8448(g) of the Education 
Code states that when a contractor receives less than $25,000 per year from any state agency, 
the audit required shall be conducted biennially (every two years) unless there is evidence of 
fraud or other violation of state law in connection with the direct service contract. 
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Organizations with a fiscal year ending other than on June 30, which submit a Contractor Audit in 
accordance with the reporting requirements of SECTION 270 above, should include a reconciliation 
of the financial statements of the entire Child Care Program to those in either their Single Audit, 
Comprehensive Annual Financial Report (CAFR), Annual Report, or For-Profit Audit (See  
Schedule C, Example of Reconciliation of Single, CAFR, Annual Report, and For-Profit Audit  to 
Child Care Program Audit). 
 
Requirements: 
 
1. All contracting agencies are required to submit a Contractor Audit, an independent financial and 

compliance audit of the organization, in accordance with Education Code Section 8448 (g). 
 
2.   Contracting agencies whose fiscal year ends in a month other than June are required to submit an 

organization wide Contractor Audit report and are requested to provide a detailed supplementary  
schedule that reconciles the organization wide Contractor Audit report with the Child Care 
(Direct Service Contracts) Program as of June 30. 

 
3. For-profit organizations and sole proprietorships must submit an organization wide audit report 

that contains specific detailed financial information about the Direct Service Contract programs, 
which could be presented in the overall schedules, or in separate supplemental schedules which 
include reports on internal controls and on program compliance. 

 
4. Local government entities and higher educational agency contractors must submit a Single Audit 
 



report of the governmental entity that contains specific detailed financial information about the 
Direct Service Contract programs which could be presented in the overall schedules, or in 
separate supplemental schedules which include reports on internal controls and on program 
compliance. 
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A stub period is that period between a program-specific audit’s June 30th award year and the 
organization wide audit’s fiscal year end date.  A stub period could also represent that period of 
time between the end of the direct service contract at June 30th and the end of an agency’s fiscal 
year end, which is other than June 30th.  For more detailed information about stub periods, refer 
to Section 320, subpart B of this audit guide. 
 
How to Report A Stub Period 
 
Whenever the agency’s fiscal year end date is other than June 30th, a stub period will result 
between the June 30th date and the agency’s fiscal year end date.  For these stub periods, A&I 
requires contractor agencies to provide audited financial information about the entire 
organization’s operating fiscal year plus audited financial information for the entire period of the 
direct service contract.  Therefore, to meet the reporting requirements, A&I requires: 
 
• A detailed supplementary schedule from the auditor that reconciles contract income and costs 

for the periods covered by all direct service contracts, in addition to any required single 
audit. 

 
• Agency directors are responsible for ensuring that A&I receives all necessary and required 

audited fiscal information by the required deadlines as specified in the direct service 
contracts or by the 15th day of the fifth month following the end of the contractor’s fiscal 
year. 

 
If an agency fails to meet these requirements, A&I staff will refer the agency to the Child 
Development Case Conference Committee, which may result in suspension of the agency’s 
funding. 
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State-Funded Child Development Programs 
♦ California Education Code (2001), Section 8200 et seq.  
♦ Child Development Division Policy Memoranda  
♦ Funding Terms and Conditions (Contract funding terms and conditions) 
      and Program Requirements for Child Development Programs  
♦ California Code of Regulations, Title 2, Section 33421  
♦ Title 5, Section 18000 et seq. 

 



♦ California Code of Regulations, Title 22, Division 2 
♦ California School Accounting Manual, Updated January 4, 2002 
 
Adult Basic Education Programs 
♦ California Education Code (2001), Section 8500 et seq., Section 52500 et seq., 

 and Section 78401   
♦ California Code of Regulations, Title 5, Sections 404, 10508, and 10560   
♦ General Assurances and Adult Education Program Assurances (Contract funding 

 terms and conditions)   
 

Federally-Funded Child Development, Nutrition, and Adult Basic Education Programs 
♦ Title 7, Code of Federal Regulations, Parts 210 to 299; Parts 3015 to 3019; and Part 3052 
♦ Title 34, Code of Federal Regulations, Part 74 and Part 201 
♦ Title 34, Code of Federal Regulations, Chapter 4 Part 461 
♦ Adult Education Act, PL 100-297 

 
Auditing 
♦ PL 104-156, Single Audit Act Amendments of 1996 
♦ OMB Circular A-133, Audits of States, Local Governments and Non-Profit Organizations, 

revised 1997  
♦ AICPA Audit and Accounting Guide Not-For-Profit Organizations, revised May 1, 1997 
♦ Audit Guide No. 27029-2, Food and Nutrition Service, for Audits of Child and Adult Care 

 Food Program Institutions, USDA's Office of the Inspector General 
♦ Audit Guide No.  IG-7027.8N , Food and Nutrition Service,  FNS-Summer Food Service 

Program for Children, USDA's Office of the Inspector General 
♦ OMB Circular A-21, Cost Principles for Educational Institutions 
♦ OMB Circular A-87, Cost Principles for State and Local Governments 
♦ OMB Circular A-110, Uniform Administrative Requirements for Grants and Agreements 

With States, Local Governments and Non-Profit Organizations 
♦ OMB Circular A-122, Cost Principles for Non-Profit Organizations 
 

Note:  This is not an all-inclusive list.  The auditor is expected to be aware of 
pronouncements and statements that affect the performance of audits and the 
preparation of financial statements. 

 
 

 



 
 
 
 
 

 
 
 
SCHEDULE A 

EVOLUTIONARY PROCESS 
OF CHANGES SINCE OEA AUDIT GUIDE 

 
April 15, 1992  Issue of OEA’s Audit Guide 
 
December 15, 1994  Financial Accounting Standards Board (FASB) Nos. 116 and 117 
 
January 1, 1995  Government Audit Standards (Revised 1994) 
 
December 18, 1995  Statement of Position (SOP) No. 92.9 (Reissued) 
 
June 1, 1996  American Institute of Certified Public Accountant’s (AICPA’s) 

Accounting and Audit Guide for Not-for-Profit Organizations that 
supercedes SOP No. 78-10 
 

July 5, 1996  Single Audit Act Amendments of 1996 
 
July 1996  Statement of Auditing Standards (SAS) No. 74 which supersedes 

SAS 68 and SOP No. 92-9 is to be revised again in the near future 
 
January 1, 1997  SAS No. 78 replaces SAS No. 55 
 
January 1997  FASB Nos. 124 Accounting for Certain Investments Held by Not-

for-Profit Organizations 
 
May 1, 1997  AICPA’s Audit and Accounting Guide for Not-For-Profit 

Organizations 
 
June 24, 1997   OMB Circular A-133, Revised 
 
June 1997  Provisionary Compliance Supplement for OMB Circular A-133 
 
December 15, 1997  SAS No. 82 Consideration of Fraud in a Financial Statement 

Audit, effective December 15, 1997 
 

March 17, 1998  SOP 98-3 Audits of States, Local Governments, and Not-For-Profit 
  Organizations receiving Federal Awards, supercedes SOP 92-9 
 



 
 
 
 
 
 
 

SCHEDULE A 
 

EVOLUTIONARY PROCESS 
OF CHANGES SINCE OEA AUDIT GUIDE 

(Continued) 
 
May 1998  OMB Circular A-133 Compliance Supplement 
 
May 1998  “Draft” Audit Program No. 27029-2, Food and Nutrition Service, 

for Audits of Child and Adult Care Food Program Institutions, 
supercedes audit Program No. 27029-1, dated September 19,1990, 
Office of Inspector General, USDA(OIG) 

 
September 1998  Statement on Auditing Standards No. 87, restricting the Use of an 

Auditor's Report. 
 
January 1999   AICPA's Codification of Attestation Standards 
 
February 1999   Exposure Draft Uniform Initial Review Guide for A-133 Audits and 

Uniform Quality Control Review Guide for A-133 Audits issued by 
the President’s Council on Integrity and Efficiency. 

 
February 18, 1999  Audit Guide No. 27029-2, Food and Nutrition Service, for Audits 

of Child and Adult Care Food Program Institutions, final of OIG's 
"Draft” Audit Program No. 27029. 

 
March 5, 1999  Audit Guide No.  IG-7027.8N, Food and Nutrition Service, FNS-

Summer Food Service Program for Children, supercedes Audit 
Program No. 27029-1, dated April 1981. 

 
May 1999   Government Auditing Standards, Revised 

 
September 1999  1999 Compliance Supplement, Appendix B, OMB Circular A-133 
 
January 2000   Governmental Accounting Standards Board (GASB) Statement 34, 
    Basic Financial Statements and Management's Discussion and  
    Analysis - for State and Local Governments  

 
January 2000   GASB Statement 35, Basic Financial Statements - and   
 



    Management's Discussion and Analysis - for Colleges and   
    Universities 
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SINGLE CONTRACTOR FOR-PROFIT PROGRAM SPECIFIC
Appendix Number -         

Page Number
Federal Award Child Sole NSD & ABE
Expenditures Development Proprietors/ Agencies / or

$300k or More Programs Partnerships/ Single
All Funding All funding Corporations Federal Audit Guide

Sources Sources All Funding Award of <Section>
Sources $300k or More

 
     REFERENCE <SECTION> NUMBER: <270/300> <270/600/A3> <270/500> <270/A2>

                                                                                                        

  GENERAL INFORMATION Y Y Y A1-4
  INDEPENDENT AUDITOR'S REPORT Y Y Y A1-5
  FINANCIAL STATEMENTS:

Statement of Financial Position <Balance Sheet> Y Y <Y> A1-7
Statement of Activities      <Income Statement> Y Y <Y> A1-8
Statement of Functional Expenses Y (1) Y (1) A1-9
Statement of Cash Flows Y Y Y A1-10
Notes to Financial Statements Y Y Y A1-11

  SUPPLEMENTARY INFORMATION

Combining Statement of Financial Position <Balance Sheet> Y Y <Y> A1-23
Combining Statement of Changes in Net Assets   <Retained Earnings/Capital> Y Y <Y> A1-24
Combining Statement of Activities    <Income Statement> Y Y <Y> A1-25
Schedule of Expenditures of Federal AND STATE Awards Y Y Y A1-26
Child Development Programs:

        Combining Schedule of Renovation and Repair Expenditures Y Y Y A1-27
        Combining Schedule of Equipment Expenditures Y Y Y A1-28
        Combining Schedule of Administrative Costs Y Y Y A1-29
        Combining Schedule of Expenditures by State Categories Y Y Y A1-30
        Audited Final Attendance and Fiscal Report Forms Y Y Y A1-51
        Audited Final Reserve Account Cash Activity Report Forms [if Reserve Account(s) exist] Y Y Y A1-63

Child Nutrition Programs:

 A. Child and Adult Care Food Program:

I.  Centers:  
General Information Y A2.1.1-1
Independent Accountant's Report Y(6) A2.1.1-2
Audited Statement of Claim Y(6) A2.1.1-3
Independent Accountant's Report on Supplementary Information Y A2.1.1-4
Summary of Claim Y (2) Y (2) Y(2) Y(6) A2.1.1-5
Schedule of Reported, Adjusted and Allowed Meals and Enrollment and Earned Reimbursement Y (2) Y (2) Y(2) Y(6) A1-31;A2.1.1-6
Schedule of Reported, Adjusted and Allowed Enrollment Y (2) Y (2) Y(2) Y A1-32;A2.1.1-7
Schedule of Reported, Adjusted and Allowed Meals Y (2) Y (2) Y(2) Y A1-33;A2.1.1-8
Statement of Monetary Claims and Questioned Costs Y(6) A2.1.1-10
Notes to the Schedules Y A2.1.1-11
Report on Compliance and on Internal Control Over Financial Reporting Based on an Examination  of

     the Statement of Claim Performed in Accordance with Government Auditing and Attestation Standards

Independent Accountant's Report on Compliance With Requirements Applicable to the Federal Program 

   and on Internal Control Over Compliance and Financial Reporting in Accordance With the Program- A2 1 1-14

Agency/Sponsor/Funding Type

REPORTING REQUIREMENTS

Y(6) A2.1.1-12

Y(6)

Matrix of Audit Report Types and Reporting Requirements

AUDIT TYPE
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Page Number
Federal Award Child Sole NSD & ABE
Expenditures Development Proprietors/ Agencies / or

$300k or More Programs Partnerships/ Single
All Funding All funding Corporations Federal Audit Guide

Sources Sources All Funding Award of <Section>
Sources $300k or More

 
     REFERENCE <SECTION> NUMBER: <270/300> <270/600/A3> <270/500> <270/A2>

                                                                                                        

Agency/Sponsor/Funding Type

REPORTING REQUIREMENTS

Matrix of Audit Report Types and Reporting Requirements

AUDIT TYPE

   Specific Audit Option Under OMB Circular A-133 and Attestation Standards Made as a Part of a

   Program-Specific Examination of the Statement of Claim

Schedule of Findings, Questioned Costs and Recommendations Y A2.1.1-16
Status of Prior Year Findings Y A2.1.1-19
Management Letter Y A2.1.1-20
II.  Independent Centers:

General Information Y A2.1.3-1
Independent Accountant's Report Y(6) A2.1.3-2
Statement of Claim Y(3)(6) A2.1.3-3
Independent Auditor's Report on Supplementary Information Y A2.1.3-4
Schedule of Reported, Adjusted and Allowed Meals and Enrollment and Earned Program Reimbursement Y (2) Y (2) Y(2) Y(3)(6) A2.1.3-6
Schedule of Reported, Adjusted and Allowed Meals Y (2) (3) Y (2) (3) Y(2)(3) Y(3)(6) A2.1.3-7
Schedule of Reported Adjusted and Allowed Enrollment Y (2) (3) Y (2) (3) Y(2)(3) Y(3)(6) A2.1.3-11
Determination of Allowable Administrative Cost Y (2) (3) Y (2) (3) Y(2)(3) Y(3)(6) A2.1.3-12
Schedule of Allowed Funds Retained Y (2) (3) Y (2) (3) Y(2)(3) Y(3)(6) A2.1.3-14
Reconciliation of the Reported, Adjusted and Allowed Meals, Earned Reimbursements, and

      Statement of Claim at September 30th to the State Fiscal Year Ended June 30th

Statement of Monetary Claims and Questioned Costs Y(6) A2.1.3-16
Notes to the Schedules Y A2.1.3-17
Report on Compliance and on Internal Control Over Financial Reporting Based on an Examination of the 

    Statement of Claim Performed in Accordance with Government Auditing and Attestation Standards

II.  Independent Centers (Continued):

Independent Accountant's Report on Compliance With Requirements Applicable to the Federal Program 

   and on Internal Control Over Compliance and Financial Reporting in Accordance With the Program-

   Specific Audit Option Under OMB Circular A-133 and Attestation Standards Made as a Part of a

   Program-Specific Examination of the Statement of Claim

Schedule of Findings, Questioned Costs and Recommendations Y A2.1.3-22
Status of Prior Year Findings Y A2.1.3-25
Management Letter Y A2.1.3-26
III.  Day Care Homes:  
General Information Y A2.1.2-1
Independent Accountant's Report Y(6) A2.1.2-2
Audited Statement of Claim Y(3)(6) A2.1.2-3
Independent Auditor's Report on Supplementary Information Y A2.1.2-4
Summary of Claim Y(2) Y(2) Y(2) Y(6) A2.1.2-5
Schedule of Reported, Adjusted, Allowed Meals, Sites and Earned Reimbursement Y(2) Y(2) Y(2) Y(6) A1-35;A2.1.2-6
Schedule of Reported, Adjusted and Allowed Meals and Homes Y (2) (3) Y (2) (3) Y(2)(3) Y(6) A1-36;A2.1.2-7
Determination of Allowable Administrative Reimbursement Y (2) (3) Y (2) (3) Y(2)(3) Y(3)(6) A1-40;A2.1.2-11

A2.1.1-14Y(6)

A2.1.3-15

Y(6) A2.1.3-18

Y(6) A2.1.3-20

Y(3)(6)
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Page Number
Federal Award Child Sole NSD & ABE
Expenditures Development Proprietors/ Agencies / or

$300k or More Programs Partnerships/ Single
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Sources Sources All Funding Award of <Section>
Sources $300k or More

 
     REFERENCE <SECTION> NUMBER: <270/300> <270/600/A3> <270/500> <270/A2>

                                                                                                        

Agency/Sponsor/Funding Type

REPORTING REQUIREMENTS

Matrix of Audit Report Types and Reporting Requirements

AUDIT TYPE

Schedule of Reported, Adjusted and Allowed Administrative Income Y (2) (3) Y (2) (3) Y(2)(3) Y(3)(6) A1-41;A2.1.2-12
Determination of Reported, Adjusted and Allowed Cost Y (2) (3) Y (2) (3) Y(2)(3) Y(3)(6) A1-42;A2.1.2-13
Determination of Budget Deficit (Adjustments) Y (2) (3) Y (2) (3) Y(2)(3) Y(3)(6) A1-43;A2.1.2-14
Determination of Allowed Provider Payments Y (2) (3) Y (2) (3) Y(2)(3) Y(3)(6) A1-44;A2.1.2-15
Statement of Monetary Claims and Questioned Costs Y(6) A2.1.2-16
Notes to the Schedules Y A2.1.2-17
Report on Compliance and on Internal Control Over Financial Reporting Based on an Examination  of

     the Statement of Claim Performed in Accordance with Government Auditing and Attestation Standards

Independent Accountant's Report on Compliance With Requirements Applicable to the Federal Program 

   and on Internal Control Over Compliance and Financial Reporting in Accordance With the Program-

   Specific Audit Option Under OMB Circular A-133 and Attestation Standards Made as a Part of a

   Program-Specific Examination of the Statement of Claim

Schedule of Findings, Questioned Costs and Recommendations Y A2.1.2-22
Status of Prior Year Findings Y A2.1.2-25
Management Letter Y A21.2-26

B. Commodity Distribution Program 

General Information Y A2.2-1
Independent Accountant's Report  Y A2.2-2
Statement of FDP Inventory Y A2.2-3
Independent Accountant's report on Supplementary Information - Schedule of Federal Commodities

     Contributions and Expenditures

Schedule of Federal Commodities Contributions and Expenditures Y A2.2-5
Notes to the Schedules Y A2.2-6
Report on Compliance and on Internal Control Over Financial Reporting Based on an Examination of the 

     Statement of FDP Inventory Performed in Accordance With Government Auditing and  Attestation

     Standards

Independent Accountant's Report on Compliance With Requirements Applicable to the Federal Program 

   and on Internal Control Over Compliance and Financial Reporting in Accordance With the Program-

   Specific Audit Option Under OMB Circular A-133 and Attestation Standards Made as a Part of a

   Program-Specific Examination of the Statement of FDP Inventory

Schedule of Findings, Questioned Costs and Recommendations Y A2.2-11
Status of Prior Year Findings Y A2.2-15
Management Letter Y A2.2-16

C. School Nutrition Program:

General Information Y A2.3-1
Independent Auditor's Report Y A2.3-2
Audited Statement of Claim Y A2.3-3
Independent Auditor's Report on Supplementary Information Y A2.3-4

Y(6) A2.1.2-20

Y(6) A2.2-9

Y A2.2-4

Y(6) A2.2-7

A2.1.2-18Y(6)
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Sources Sources All Funding Award of <Section>
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     REFERENCE <SECTION> NUMBER: <270/300> <270/600/A3> <270/500> <270/A2>

                                                                                                        

Agency/Sponsor/Funding Type

REPORTING REQUIREMENTS

Matrix of Audit Report Types and Reporting Requirements

AUDIT TYPE

Schedule of Reported, Adjusted and Allowed Meals and Earned Reimbursement Y (2) Y (2) Y(2) Y A2.3-5
Schedule of Reported, Adjusted and Allowed Enrollment Y(2) Y(2) Y(2) Y A2.3.-6
Statement of Monetary Claims and Questioned Cost Y (2) Y (2) Y(2) Y A2.3-7
Notes to the Schedules Y (2) Y (2) Y(2) Y A2.3-8

C. School Nutrition Program (Continued):

Report on Compliance With Requirements Applicable to School Nutrition Program and on Internal Control

    Over Compliance in Accordance With the Program-Specific Audit Option Under OMB Circular A-133

Report on Compliance and Internal Control Over Financial Reporting Based on an Audit of the 

     Statement of Claim Performed in Accordance With Government Auditing Standards

Schedule of Findings, Questioned Costs and Recommendations Y A2.3-13
Status of Prior Year Findings Y A2.3-16
Management Letter Y A2.3-17

D. Summer Food Service Program for Children 

General Information Y A2.4-1
Independent Accountant's Report Y A2.4-2
Audited Statement of Claim Y(6) A2.4-3
Independent Accountant's Report on Supplementary Information Y A2.4-4
Schedule of Meals  Served and Cost of Meal Service Y(2) Y(2) Y(2) Y(6) A2.4-5
Statement of Budgeted Administrative Expenses and Actual Administrative Expenses Y(2) Y(2) Y(2) Y(6) A2.4-6
Calculation of Maximum Allowable Administrative Costs Y(2) Y(2) Y(2) Y(6) A2.4-7
Schedule of State Disallowance Notices Y(2) Y(2) Y(2) Y(6) A2.4-8
Summary of Compliance with Federal Regulations and Program Guidelines Y(6) A2.4-9
Sponsor Visit - Compliance Questionnaire Y(6) A2.4-13
Site Visit - Compliance Questionnaire Y(6) A2.4-16
Report on Compliance and on Internal Control Over Financial Reporting Based on an Examination of the 

     Statement  of Claim Performed in Accordance with Government Auditing and Attestation Standards

Independent Accountant's Report on Compliance With Requirements Applicable to the Federal Program 

   and on Internal Control Over Compliance and Financial Reporting in Accordance With the Program-

   Specific Audit Option Under OMB Circular A-133 and Attestation Standards Made as a Part of a

   Program-Specific Examination of the Statement of Claim

Management Letter Y(6) A2.4-23

Adult Basic Education Programs:

General Information Y
Independent Auditor's Report Y
Audited Statement of Reimbursement Claim Y
Independent Auditor's Report on Supplementary Information Y Reserved
Final Reconciliation Y(7) Y(7) Y(7) for

A2.1.4-21

A2.3-11

Y(6) A2.4-19

Y(6)

A2.3-9Y

Y
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     REFERENCE <SECTION> NUMBER: <270/300> <270/600/A3> <270/500> <270/A2>

                                                                                                        

Agency/Sponsor/Funding Type

REPORTING REQUIREMENTS

Matrix of Audit Report Types and Reporting Requirements

AUDIT TYPE

Program Activity and Expenditure Report Y(7) Y(7) Y(7) Y Future
Statement of Budgeted Administrative Expenses and Actual Administrative Expenses Y(7) Y(7) Y(7) Y Use
Calculation of Maximum Allowable Administrative Costs Y(7) Y(7) Y(7) Y
Summary of Compliance with Federal Regulations and Program Guidelines Y See <400>
Notes to the Schedules Y
Report on Compliance With Requirements Applicable to the Adult Basic Education Program and on 

    Internal Control Over Compliance in Accordance With the Program-Specific Audit Option Under

    OMB Circular A-133

Status of Prior Year Findings Y
Management Letter Y

Other Required Information:
Notes to Supplementary Information Y Y Y A1-47
Report on Compliance and on Internal Control Over Financial Reporting Based on an Audit of Financial

     Statements Performed in Accordance With Government Auditing Standards

Report on Compliance With Requirements Applicable to Each Major Program and Internal Control Over

     Compliance in Accordance With OMB Circular A-133

Schedule of Findings and Questioned Costs Y Y Y A1-67
Status of Prior Year Findings Y Y Y A1-71
Management Letter (any internal control or operational matters reported to management) Y  Y  Y A1-50
Data Collection Form Y Y A1-72

Other Reports:
Reconciliation of Single, CAFR, Annual Report, and For-Profit Audit to the Child Care Program Audit Y (4)(5) Y (4)(5) Y (4)(5) Y (3)(4) <271> Schedule C
Attestation Report for Budget-To-Actual Administrative Costs for Day Care Homes (Federal Fiscal Year) Y(8) Y(8) Y(8) Y(8) <800>
Management Representation Letter for Agreed-Upon Procedures Engagement Y(8) Y(8) Y(8) Y(8) G

    End Notes:

    (1)  Required only for volunteer, Health and Welfare organizations

    (2)  Required only when there are CACFP/SNP findings and/or supporting over and underpayments

    (3)  On programs selected for testing by the auditor

    (4)  Required only when the year end of the Single Audit for the entire organization differs from the state fiscal year ended June 30th

    (5)  Exceptions are:  very large organizations where the CDP funding is a very small part (less than 5%) of the organization's operation

    (6)  In accordance with the Office of Inspector General's Audit Guide and AICPA's Attestation Standards

    (7)  In accordance with the Federal and ABE program compliance and reporting requirements

    (8)  Stand-Alone Engagement under separate cover

A1-45

A1-65

Y

Y

Y Y Y

Y
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Page Number
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Expenditures Development Proprietors/ Agencies / or

$300k or More Programs Partnerships/ Single
All Funding All funding Corporations Federal Audit Guide

Sources Sources All Funding Award of <Section>
Sources $300k or More

 
     REFERENCE <SECTION> NUMBER: <270/300> <270/600/A3> <270/500> <270/A2>

                                                                                                        

Agency/Sponsor/Funding Type

REPORTING REQUIREMENTS

Matrix of Audit Report Types and Reporting Requirements

AUDIT TYPE



SCHEDULE C

CHILD CARE
S, CAFR, AR 3/1/200X PROGRAM
& FP AUDIT THRU AUDIT
2/28/200X ELIMINATIONS * 6/30/200X 6/30/200X

 
ASSETS
Cash $ 22,160 $ 5,487 $ ($26,207) $ 1,440
Grants Receivable 1,148,166 (1,128,388) 41,833 61,611
Prepaid Expenses 66,640 (66,640) 0 0

Current Assets 1,236,966 ($1,189,541) 15,626 63,051
Fixed Assets (net of $476,053

of accumulated depreciation) 1,018,563 (1,018,563) 0 0
   Total assets $ 2,255,529 $ (2,208,104) $ 15,626 $ 63,051

LIABILITIES AND NET ASSET BALANCE
Liabilities:

Bank Overdraft $ 329,917 $ (329,917) $ 0 $ 0
Accounts Payable 335,971 (288,546) 15,626 63,051
Accrued Vacation 58,326 (58,326) 0 0
Accrued Salaries 99,094 (99,094) 0 0
Deferred Revenue 484,554 (484,554) 0 0
   Current Liabilities 1,307,862 (1,260,437) 15,626 63,051

NET ASSETS
Unrestricted (93,056) 93,056 0 0
Temporarily Restricted 214,400 (214,400) 0 0
Restricted Fixed Assets 826,323 (826,323) 0 0
   Total Net Assets 947,667 (947,667) 0 0

Total Liabilities and Net Assets $ 2,255,529 $ (2,208,104) $ 15,626 $ 63,051

SUPPORT AND REVENUE
USDA $ 0 $ 0 $ 12,144 $ 12,144
Federal Grants 4,327,330 (4,192,580) 144,541 279,291
State Grants 284,824 (86,818) 56,923 254,929
Other 1,489,559 (1,475,860) 8,409 22,108
   Total Support and Revenue 6,101,713 (5,755,258) 222,017 568,472

Expenditures 6,219,031 (5,872,576) 222,017 568,472
Excess Support and Revenue
   Over/(Under) Expenditures $ (117,318) $ 117,318 $ 0 $ 0

*  Eliminations are for all assets, liabilities, revenues, and expenditures, except those for Child Care Programs

Reconciliation of Single (S), CAFR, Annual Report (AR), and For-Profit (FP) Audit

EXAMPLE
XYZ Child Development, Inc.

Periods Ended February 28, 200X and June 30, 200X
to Child Care Program Audit
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OMB CIRCULAR A-133           301 
 
The Office of Management and Budgets (OMB) issued a final revision to OMB Circular A-133 titled: 
“Audits of States, Local Governments, and Non-Profit Organizations,” which is effective for audits of fiscal 
years beginning after June 30, 1996 and rescinds OMB Circular A-128 "Audits of States and Local 
Governments".  OMB Circular A-133 was released to the public on June 24, 1997.  It establishes uniform 
audit requirements for non-Federal entities that administer Federal awards and implements the Single Audit 
Act Amendments of 1996 (Act) that were signed into law as Public Law (Law) 104-156 on July 5, 1996. 
This Law was enacted by the 104th Congress to streamline and improve the effectiveness of chapter 75 of 
title 31, United States Code (commonly referred to as the “Single Audit Act”). 
 
Under the new rules, recipients are required to procure a single audit only if they spend $300,000 or more in 
a fiscal year.  Recipients and subrecipients spending less than $300,000 are exempt from the single audit 
requirement.  Additionally, the cost of a single audit performed on an exempt entity is an unallowable cost 
for reimbursement with Federal funds.  If the recipient continues to require single audits from subrecipients 
receiving less than $300,000 in Federal awards, the recipient must pay for the audit with non-Federal funds. 
 
In May 1998, OMB issued its latest revision to Circular A-133 Compliance Supplement (Supplement).  This 
Supplement is effective for audits of fiscal years beginning after June 30, 1998, and supercedes the OMB 
Circular A-133 Compliance Supplement (Provisional) issued in June 1997, and the Compliance Supplements 
“Audits of States and Local Governments”, issued in 1990, and “Audits of Institutions of Higher Learning 
and Other Non-Profit Organizations”, issued in 1991. 
 
The AICPA issued related single audit guidance for auditors in Statement of Position (SOP) 98-3, “Audits of 
States, Local Governments, and Not-for-Profit Organizations Receiving Federal Awards” released on March 
17, 1998, and a non-authoritative Audit and Accounting Guide, “Not-for-Profit Organizations” released on 
May 1, 1997. 
 
In February 1999, the President's Council on Integrity and Efficiency 1999 Edition issued the Exposure 
Drafts entitled, "Uniform Initial Review Guide for A-133 Audits" and "Uniform Quality Control Review 
Guide for A-133 Audits". 
 
Child Nutrition and Food Distribution Division Management Bulletin No. 97-601, issued November 1997, 
contains the revised audit provisions for OMB Circular A-133, the Data Collection Form, and Annual Audit 
Status Certification (AASC) Form and summarizes the more significant audit requirements for Child and 
Adult Care Food Program (CACFP) agencies. This bulletin has superseded Policy Memorandum EXAU 
P91-002. 



DEFINITIONS            303 
 
1. Single Audit - An audit conducted by an independent auditor of all funds received by an organization, 

inclusive of Federal, state, local, and private funds in accordance with the provisions in section 7502 (d) 
of the Act and OMB Circular A-133 of the Federal Register, volume 61, number 84.  The audit 
requirement applies to CACFP, SNP, SFSPC, USDA-Donated Food Commodities, CDD's Federal 
Block Grants, and EAU’s Migrant Education awards.  This would include any agencies expending 
(rather than receiving) $300,000 or more of Federal awards in a fiscal year.  Every two years the 
Director of the Office of Management and Budget (Director) can adjust such dollar amount upwards, but 
not below $300,000. 

 
2. Program-Specific Audit – A compliance audit covering only one Federal program where a nonprofit 

institution has expended $300,000 or more and received awards under this program, and is not otherwise 
required to have a financial statement audit. 

 

FOR-PROFIT SUB-RECIPIENTS          310 
 
Specifically, Section 210, Subrecipients and Vendor Determinations, states that Federal awards expended by 
for-profit entities as a recipient or a subrecipient of Federal awards are subject to single audit requirements. 
Accordingly, the pass-through entity is responsible for establishing requirements to ensure compliance by 
for-profit subrecipients. Refer to SECTION 510 of this audit guide for more details. 
 
AUDIT REQUIREMENTS                 315 
 
1. $300,000 Base - If $300,000 or more is expended, the non-Federal entity must have a single audit or 

program-specific audit. 
 
2. Program-Specific Audit - When a non-Federal entity expends more than $300,000 under only one 

Federal program, it may elect to have a program-specific audit, under certain conditions.  
 
3. Exemption - Non-Federal entities that expend less than $300,000 of Federal awards are exempt from 

Federal audit requirements, but they must maintain records. 
 
EXEMPTION TO THE SINGLE AUDIT REQUIREMENT  317 
 
1. Nonprofit institutions sponsoring a CACFP, SNP, SFSPC, USDA Donated Food Commodities 

program or AEU that expend less than $300,000 a year in Federal financial assistance are exempt from 
Federal audit requirements for that year.  However, records must be available for review or audit by 
the California Department of Education, appropriate officials of the Federal grantor or subgranting 
entity, and General Accounting Office. 



EXEMPTION TO THE SINGLE AUDIT REQUIREMENTS         317 
 
2. Each state and local government, Indian tribal council, or school district sponsoring a CACFP, SNP, 

SFSPC, USDA Donated Food Commodities and ABE program that expends less than $300,000 a year 
in total Federal financial assistance is exempt from Federal audit requirements for that year.  However, 
records must be available for review or audit by the California Department of Education, appropriate 
officials of the Federal grantor or sub-granting entity, and General Accounting Office. 

 
3. Military bases are included under this exemption. 
  
MAJOR PROGRAM DETERMINATION WITH RESPECT TO 7 CFR 3052, AUDITS  
OF STATES, LOCAL GOVERNMENTS, AND NON-PROFIT ORGANIZATIONS    320 
 
The old rules required the auditor to consider only the dollar amount the agency received under each 
program.  The new rules establish a process that entails consideration of the above risk factors and those 
described in 7 CFR 3052.525.  A program under which the agency's Federal expenditures reach or exceed a 
threshold set at 7 CFR 3052.520(b) is known as a "Type A program.”  The auditor identifies Type A 
programs solely by dollars expended.  Programs not classified as Type A are "Type B programs.”  Using 
professional judgment, the auditor identified Type A and Type B programs as high or low risk on the basis of 
risk factors such as those stated in 7 CFR 3052.525.  The auditor may then elect not to test certain low risk 
Type A programs for compliance and substitute high-risk Type B programs.  This risk analysis process is 
detailed in 7 CFR 3052.520(b) through (f).  Section 3052.520(g) requires the auditor to document the process 
in the working papers. 
 
LIMITED SCOPE AUDITS FOR SUB-RECIPIENTS WITH FEDERAL AWARDS 
EXPENDED OF LESS THAN $300,000 ANNUALLY           322 
 
The 1996 Amendments, Section 7505 (b) (1) (A) (ii) prohibit a non-Federal entity from charging to a Federal 
award the cost of an OMB Circular A-133 audit when the amount of Federal awards expended is less than 
$300,000 per year, except that OMB may allow the cost of limited scope audits to monitor sub-recipients. 
Furthermore, sub-recipients that expend less than $300,000 in Federal awards annually cannot charge any 
Federal awards the cost of any audits, attestation engagements, and financial statement audits in accordance 
with GAAS or GAGAS as allowable costs. 
 
SUB-RECIPIENT MONITORING               325 
 
The 1996 Amendments, Section 7502 (f) (2) (b) require pass-through entities, such as CDD, NSD and ABE, 
to monitor a sub-recipients that expend less than $300,000 in Federal awards through site visits, limited 
scope audits, or other means. 



PROGRAM-SPECIFIC AUDITS          330 
 

1. If a program-specific audit guide is available from the Office of the Inspector General (OIG): 
 

a. Follow Generally Accepted Governmental Auditing Standards; and 
 

b. Follow the guide (see APPENDIX E, for OIG’s Audit Guides). 
 

2. If a program-specific audit guide is not available: 
 
  The auditee and auditor must treat the program as a major program. 
 
COMPLIANCE SUPPLEMENT - APPENDIX C            333 
 
The Compliance Supplement (Supplement) is based on the requirements of the Act and OMB Circular A-133 
to assist auditors in performing the required audits.  The Supplement also provides guidance to assist auditors 
in determining compliance requirements relevant to the audit, audit objectives, and suggested audit 
procedures for programs not identified and included in the stand-alone sections of Part 4, Agency Program 
Requirements of the Supplement.  For single audits, this Supplement replaces agency audit guides and other 
audit requirement documents for individual Federal programs. 
 
Compliance Requirements Applicable to Major Federal Awards 
 
There are fourteen requirements in the Compliance Supplement that involve significant national policy for 
which failure to comply could have a material impact on an organization’s financial statements: 
 
1. Activities allowed or unallowed 
2. Allowable costs/cost principles 
3. Cash Management 
4. Davis-Bacon Act 
5. Eligibility 
6. Equipment and real property management 
7. Matching, level of effort, earmarking 
8. Period of availability of Federal funds 
9. Procurement and supervisor and debarment 
10. Program income 
11. Real property acquisition and relocation assistance 
12. Reporting 
13. Sub-recipient monitoring 
14. Special tests and provision 
 



COMPLIANCE SUPPLEMENT (APPENDIX C)            333 
 
See the matrix in APPENDIX C for the types of compliance requirements that are applicable to the relevant 
major Federal programs that are covered in this guide 
 
Note that CFDA # 10.550 generally covers Food Distribution (commodities).  However, Compliance 
requirements for USDA donated food commodities are covered in the compliance type N, “Special Tests and 
Provisions” under CFDA # 10.558, Child and Adult Care Food Program. 
 
FEDERAL PROGRAMS NOT INCLUDED IN THE SUPPLEMENT       335 
 
The Supplement does not include all Federal programs from which an auditee may receive Federal awards. 
The Compliance Supplement is being updated every year with additional Federal programs.  OMB Circular 
A-133 states that for those Federal programs not covered in the Supplement, the auditor should use the 
fourteen types of compliance requirements above as guidance for identifying the type of compliance 
requirements to test.  The auditor should determine the requirements governing the Federal program by 
reviewing the provisions of contracts and grant agreements and the laws and regulations referred to in such 
contracts and grant agreements.  The auditor should then follow the guidance in Part 7 of the Supplement for 
identifying the applicable compliance requirements to test and report on in a single audit. 
 
For major programs not included in the Supplement, the auditor should follow the guidance in Part 7, 
“Guidance for Auditing Programs Not Included in This Compliance Supplement,” and use the 14 types of 
compliance requirements in Part 3, “Compliance Requirements,” of the Supplement to identify the applicable 
compliance requirements that could have a direct and material effect on the program. 
 
USDA PROGRAMS NOT INCLUDED IN THE SUPPLEMENT ARE DEEMED     337 
TO BE “OTHER CLUSTERS” 
 
Part 5 of the Supplement, Clusters of Programs, identifies those programs that are considered to be clusters 
of programs as defined by the OMB Circular A-133.  A cluster of programs is defined as Federal programs 
with different CFDA numbers that are denied as a cluster of programs because they are closely related 
programs that share common compliance requirements.  This Part also defines other clusters of programs 
that are not identified in Part 4 of the Supplement.  The auditor must determine the compliance requirements 
to test in accordance with Part 7.  Page 5-4-1 of the Supplement lists the following programs: 
 

Nutrition Cluster 
CFDA No: 
 
10.553  School Breakfast Program 
10.555  National School Lunch Program 
10.556  Special Milk Program for Children 
10.558  Child and Adult Care Food Program (includes USDA Donated Food 
10.559  Commodities, 10.550) 
10.559  Summer Food Service Program for Children 
84.020  Adult Education - State Grant Program 



ORGANIZATIONS ASSOCIATED/RELATED WITH NON-PROFIT ENTITIES   340 
 
  AICPA’s SOP 94-3, “Reporting of Related Entities by Not-for-Profit Organizations”, requires 

presentation of consolidated financial statements be prepared when one not-for-profit organization 
(NPO) (the parent) controls the voting majority of the Board of Directors of and has an economic 
interest in another NPO identified as one of NSD’s sponsors and or CDD’s and ABE’s agencies.  If the 
regulations of the Federal agency that provides Federal awards to the parent define the entity for single 
audit purposes to consist of only the parent, audited parent-only financial statements must be submitted 
to comply with these regulations.  If consolidated financial statements are not also prepared as required 
by GAAP, the auditor should consider whether other than an unqualified opinion due to material 
departure from GAAP should be expressed on the parent-only financial statements.  An example of 
this includes University associations and foundations that provide child care and participate in the 
CACFP, SNP or AEU. 

 
Not-for-Profit Organizations Associated with For-Profit Entities 
 

OMB Circular A-133 does not apply to for-profit subrecipients.  See Audit Report MATRIX, 
SECTION 270 for the reporting requirements.  Examples include management companies that 
administer the operation of CDP and ABE in the centers of non-profit CDD and ABE agencies. 

 
CERTIFICATION OF FEDERAL FUNDING SOURCES  345 
 
“All NSD sponsors, and Federally-funded CDD and ABE agencies are required to submit an Annual Audit 
Status Certification (AASC) Form to the Audits and Investigations Division (A&I).  The AASC is included 
with the reporting package each year, and provides for attesting to the total anticipated amount of Federal 
financial assistance received from all combined sources during the fiscal year.  The deadline for the 
submission of this form is the same as the deadline for submitting the annual renewal package.  Failure to 
submit the AASC Form may result in a suspension of program reimbursement until such time as the properly 
completed form is received.  
 
If a sponsor or agency should discover that actual Federal financial assistance received for the fiscal year 
from all combined sources differs from what was originally reported causing a change in the sponsor's 
reporting requirement, the sponsor is responsible for submitting a revised AASC Form immediately to A&I. 
 
Identification of Federal Funding Sources and Amounts  
 
To determine whether the total annual Federal reimbursement (from all combined Federal award sources) is 
equal to or in excess of $300,000, each institution must consider and include all funds and the fair market 
value of any commodities (determined from the yearly Entitlement Report) received as a result of its 
participation in Federal programs during the fiscal year (e.g., CACFP, USDA Donated Food Commodities, 
National School Lunch, School Breakfast, Special Milk, Summer Food Service Programs for Children, Head 
Start, Housing and Urban Development,  Adult Basic Education (ABE), Citizenship (ESL), Migrant 
Education, etc.) 
 
If an institution is unsure of the total amount of Federal funds awarded from a state, county, or municipal 
agency, it must contact that government agency and request information regarding funding amounts, or 
request a percentage amount of dollars to determine whether it is required to submit a single audit. 



DETERMINATION OF THE AUDIT PERIOD  350 
 
A. Fiscal Year and Program Period Differ 
 

 An audit performed in accordance with OMB Circular A-133 should cover the agency’s financial 
transactions (including transactions related to Federal awards) for its fiscal year (or a two-year period, 
if allowed by OMB Circular A-133), which is not necessarily the same as the period of the program 
being funded.  Therefore, the audit could include only a part of the transactions of the Federal award 
because some transactions may not occur within the period covered by the audit. 

 
B. Stub Periods 
 

A stub period is that period between a program-specific audit’s June 30th award year and single audit’s 
fiscal year end date.  Thus, the stub period is the period that is unaudited if arrangements are not made 
to meet the audit requirements for Federal expenditures.  

 
  A stub period occurs for either of the following conditions: 
 
  1. Agency converts from a program-specific audit to a single audit, or 
 
  2. Agency changes audit periods. 
 

To ensure that the audit requirements are met for Federal expenditures during the stub period, either of 
the following arrangements should be undertaken: 
 
1. Separate audit of the stub period, or 
 
2. Include expenditures of the stub period with the following period’s OMB Circular A-133 audit. 

 
PCIE QUALITY CONTROL REVIEW QUESTIONNAIRE      360 
 
This section is intended as a guide for auditors for applying the reporting requirements in a Single 
Audit.  The auditor has additional supplemental reporting requirements for single audits of the Child 
Nutrition, Child Development, and Adult Basic Education programs. 
 
A&I has taken the President’s Council on Integrity and Efficiency (PCIE) checklist approach for its desk 
reviews of single audits. 
 
APPENDIX D includes a Checklist/Questionnaire used by A&I in its annual desk review of the single audit 
reports issued under OMB Circular A-133, as applied to CDE programs. 
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Reporting Standards  General Requirements   
 
 
PROFESSIONAL AND GOVERNMENTAL 
REPORTING STANDARDS    401  
 
 
 

I. OBJECTIVE 
 
All Child Development (CD) and Adult Basic Education (ABE) contractors who are required to 
submit an  annual audit report in accordance with California Department of Education (CDE)’s 
Audit Guide for CD, Nutrition, or ABE Programs shall be responsible for obtaining the required 
financial and compliance audits of the organization.  An audit performed pursuant to 
Education Code Section 8448 shall be an audit of the contractor rather than an audit of 
individual contracts or programs. 
 
The report shall comply with all AICPA Statements on Auditing Standards in effect for the 
period under audit.  If the contractor expends Federal funds of $300,000 or more, the audit must 
conform to the Single Audit Act Amendments of 1996, Government Auditing Standards issued 
by the Comptroller General of the United States, (May 1999 Revision), OMB Circulars, the 
Department of Agriculture’s Uniform Federal Assistance Regulations (7 CFR Part 3015), 
CNFDD Management Bulletin No. 97-601, Adult Education Act, Title 34, CFR, Chapter 4, part 
461.  (See Section 300 for Single Audit Requirements). 
 
During 1999, the Governmental Accounting Standards board (GASB) developed new reporting 
models for governmental entities, public colleges, and universities. 
 
A. Governmental Entities 

 
GASB Statement 34 – Basic Financial Statements and Management’s Discussion and 
Analysis for State and Local Governments, establishes new financial reporting 
requirements for governmental entities.  GASB 34 is effective in phases based on the 
government entities total revenues in the first fiscal year ending after June 15, 1999.  
Early application is encouraged.  See Section 630 of this Guide for details. 
 

B. Public Colleges and Universities 
 

GASB Statement 35, Basic Financial Statements - and Management’s Discussion and 
Analysis - for Public Colleges and Universities.  GASB 35 is effective in phases based on 
the entities total revenues in the first fiscal year ending after June 15, 1999.  Early 
application is encouraged.  See Section 635 of this Guide for details. 

 
 

 



 
Reporting Standards  General Requirements   
 
 
PROFESSIONAL AND GOVERNMENTAL REPORTING 
STANDARDS (Continued)    401  
 

II. GENERAL AUDIT PROCEDURES 
 
The Audit shall be conducted in accordance with all laws and regulations in effect during the 
audit period.  They shall include, but not be limited to, all Federal, State and local laws, and the 
specific funding terms, conditions, and assurances of the contracts.  If a conflict arises, the 
auditor should confirm with the State which regulation/statement takes precedence. 
 
The auditor shall reflect acceptance of program costs or question those costs that, in the auditor’s 
professional judgement are not reimbursable with State contract funds.  The State considers all 
variances between the contract requirements and audited results to be material.  The 
auditor should report these variances as questioned costs in the Management Letter or Schedule 
of Findings, Questioned Costs and Recommendations.  The State will determine whether the 
variances are significant, and if not, will allow the costs.  Effective for fiscal years beginning 
after December 15, 1995, the auditor is required to present the basic financial statements of the 
agency in accordance with Financial Accounting Standards Board Statement No. 117.  A 
combining statement of financial position (balance sheet), and combining statement of 
activities  (statement of revenue, expenditures) and changes in net assets, which specifically 
identifies all CD and ABE program contract funds, must be included in the supplementary 
information of the audit report. 



Cash Management            General Requirements 
 
 
ADVANCES              415 
 
 

I. OBJECTIVE 
 
The CDE advances funds for the first two months of the contract period.  These advances do not 
always get released to the contractor on July 1, of the contract year.  It is not unusual for the 
contractor to utilize unrestricted funds to cover CDE contracts until the CDE releases the funds 
to the agency.  Interest income earned on funds received on CDE funds must be reported to the 
CDE on the applicable Audited Final Attendance and Fiscal Report Form.  In order for the 
interest income to be retained, it must be earned in accordance with the contract terms. 
 
 

II. GENERAL AUDIT PROCEDURES 
 

See INTEREST for audit procedures on interest earned on advances. 
 
 
 
INTEREST              416 
 

I. OBJECTIVE 
 

State advances in excess of required disbursements must be maintained in a separate cash 
account.  If the reserves are kept in the same account, then the account must be interest bearing.  
Interest earned on CDE funds must be used on program expenditures.  Any interest earned on 
CDE funds in excess of allowable expenditures, as described in the contract, will be returned to 
CDE after the audit report is reviewed and closed by CDE’s Audits and Investigations Division. 
 
 

II. GENERAL AUDIT PROCEDURES 
 

For selected contracts, determine dates and amounts of advances, and compare to the dates the 
funds were disbursed and/or checks were presented to the bank for payment.  For the same 
programs, evaluate the size of the balances in relation to the program’s needs.  If interest is 
earned on advances, the interest must be allocated to the fund of the program giving the advance. 



Income Recognition and Classification     General Requirements 
 
 
MATERIALS DEVELOPED WITH CONTRACT FUNDS       417 
( 5 CCR §18.015) 
 

I. OBJECTIVE 
 

Determine if the agency received revenues from sales of materials developed with CD and ABE 
Program Funding by reviewing the agency’s revenue sources. 
 

II. GENERAL AUDIT PROCEDURES 
 
If applicable, verify that the use of these revenues were restricted to CD and ABE Programs in 
proportion to contract funding to other funding from sources used in their development. 
 
If applicable, verify the materials developed with CD and ABE Program funding included in the 
following: 
 
1) An acknowledgment of the use of CDE funds; and 
2) A disclaimer that the materials do not necessarily reflect the position or policy of the 

CDE. 
 



Income Recognition and Classification                        General Requirements 
 
 
CALIFORNIA DEPARTMENT OF EDUCATION FUNDS       420  
 

I. OBJECTIVE 
 

Verify that all income due the agency was received or accrued within the contract period and 
deposited to the appropriate CD Program Fund or ABE Program Fund. 
 
 

II. GENERAL AUDIT PROCEDURES 
 

 
A. Determine if the total income generated from the operation of the Center Based programs 

include: 
 

1. Parent fees that are collected from all families, both certified (State eligible) and 
noncertified (non State eligible).  Severely Handicapped, Child Protective Services, 
Federal Based Migrant, and State Preschool Programs should not collect parent fees. 
Other assets contributed by certified families, in cash or in kind, is prohibited, except 
under certain circumstances described in the Funding Terms and Conditions of  CD 
Programs and the General and Program Assurances of ABE Programs. 

2. Grants, donations, or gifts 
3. Child Nutrition Program funds 
4. Interest earned on contract funds 

 
B. Determine if the total income generated from the operation of the Alternative Payment 

programs include: 
 

1. Parent fees from subsidized families, whether collected by the contractor or by the 
provider.  This does not include co-payments made by the parent to providers for any 
amount over the maximum allowable under the contract. 

2. Grants, donations, or gifts 
3. Child Nutrition Program funds 
4. Interest earned on contract funds 

 



Income Recognition and Classification     General Requirements 
 
CALIFORNIA DEPARTMENT OF EDUCATION FUNDS          420 
 

II. GENERAL AUDIT PROCEDURES (continued) 
 

 
C. Determine that the total income generated from the operation of the ABE program includes 

the following: 
 

1. Student tuition fees 
2. Student registration fees 
3. Fees for student’s books and instructional supplies 
4. Fees reimbursing costs 
5. Grants, donations and gifts, etc. 
6. Interest earned on contract funds 

 
The above is not all-inclusive.  For additional information, see the program’s specific 
General and Program Assurances. 

 
D. CDE’s Fiscal Administration Services Division (FASD) can confirm the monies that an 

agency has been paid for Rent Subsidy, Child Care Food, State Meal, Maintenance of Effort 
and all CD and ABE Programs. 

 
Confirmations are sent to auditors based on information received from the agencies.  If you 
do not receive a confirmation, you must request it in writing from FASD.  A request must 
include, at a minimum, the following information: 
 

1. Name of contracting agency 
2. Contractor vendor number 
3. Program title 
4. Contract number (e.g., GCTR1234) 
5. Claim schedule number (per remittance advice examined) 
6. Date of claim schedule 
7. Amount per claim 
8. An envelope (with return postage) addressed to your audit firm 

 
The above is not all-inclusive.  For additional information, see the program’s specific 
Funding Terms and Conditions, downloadable from A&I’s web site. 



Income Recognition and Classification     General Requirements 
 
 
CALIFORNIA DEPARTMENT OF EDUCATION FUNDS                420 
 
Additional Funding Sources 
 

I. OBJECTIVE 
 

Establish that income from other sources has been reported properly and expended for the 
purposes intended. 
 

II. GENERAL AUDIT PROCEDURES 
 

An agency may receive several types of income: 
 
1. Interest Income:  All interest earned on CD and ABE contract funds must be reported to 

FASD’s Child Development Fiscal Services (CDFS) on the Attendance and Fiscal Report 
forms.  Interest earned on CD and ABE contract funds shall be remitted to the CDE 
unless spent during the contract period on reimbursable costs (excludes Resource and 
Referral Programs). 

 
2. Restricted Program Income:  Income received by a CD and ABE program where the 

donor restricts the use of the funds to expenses that are reimbursable under the current 
year’s contract.  Restricted program income includes, but is not limited to, Child Care 
Food and National School Lunch Programs, Maintenance of Effort, a transfer from a CD 
Reserve Account, donations, net fund-raising revenue, audit cost reimbursement, and 
subsidized children’s parent fees.   

 
Restricted program income is reported to CDFS in Attendance and Fiscal Reports.  Also, 
it is to be included in the annual audit report in the Audited Final Attendance and Fiscal 
Report Form for the applicable program. 

 
3. Other Restricted Income:  Income received by a CD and ABE program where the donor 

restricts the use of the funds to nonreimbursable costs or for other than current year 
program operations. 

 
4. Unrestricted Income:  Income received by the agency from a donor other than those listed 

above.  The donor  places no restrictions on the donation as to the use of the monies.  
Also, income in excess of actual costs for a “Fee for Service” contract is considered to be 
unrestricted income. 



 Income Recognition and Classification     General Requirements 
 
 
ALLOCATION OF CAPITAL OUTLAY FUNDS        421 
(Section 8277, Education code) 
 

I. OBJECTIVE 
 

To determine that Capital Outlay Funds received by the agency benefit children most needing 
child care and development programs in facilities located in geographic areas with no other 
available enrollment slots in existing subsidized and non-subsidized child care and development 
facilities. 
 
Eligible facilities must primarily serve children from low-income families and must create or 
preserve child care spaces.  Low-interest loans are available for up to 50 percent financing for 
the child care facility and related equipment and fixtures.  Child care services must be provided 
during the entire term of the loan. 
 

II. GENERAL AUDIT PROCEDURES 
 
 

A. Verify that a capital outlay funding is used solely for purposes of renovation and repair of 
existing buildings. 

 
B. Determine that the maximum allocation amount of one thousand dollars ($1,000) to 

family day care homes is used solely for minor capital outlay purchases for the repair and 
renovation of homes for the purpose of insuring compliance with state and local health 
and safety standards. 

 
C. Revolving Loan Fund; Interest Free loans: 
 

Determine the following: 
 
1. The maximum allocation amount of two thousand dollars ($2,000) or 2 percent, 

whichever is greater, of the agency’s contract amount, is used solely to renovate 
and repair child care facilities to meet state and local health safety standards; 

2. No interest is charged and/or paid by the agency; 
3. Repayments on loan(s) by the agency to CDE are made within one year after 

allocation of the loan; 
4. If in lieu of payments made by the agency in (3) above, CDE reduces the agency’s 

contract amount for child care services by at least the level of normal depreciation 
allowance on the renovation or repair, calculated by the straight line method of 
depreciation; and 

5. The entire balance of a loan is paid back to the CDE immediately if the agency 
ceases operation of services to children subsidized, or if the CDE fails to renew 
the agency’s contract, or if ten years have elapsed from the date of the allocation. 



Income Recognition and Classification     General Requirements 
 
ALLOCATION OF CAPITAL OUTLAY FUNDS                 421 
 
 

II. GENERAL AUDIT PROCEDURES (continued) 
 
 
D. Child Care and Development Facilities Loan Guaranty Fund (Section 8277.5 

Education Code) (See Schedule A, Fact Sheet) 
 

CDE transfers state funds appropriated for child care facilities enhancement and the 
proceeds from any future sales of tax-exempt child care and development bonds into this 
fund. 
 
Determine the following: 
 
1. These are used for the purpose of guaranteeing private sector loans to sole 

proprietorships, partnerships, proprietary and nonprofit corporations, and local 
public agencies for the purchase, development, construction, expansion, or 
improvement of licensed child care and development facilities, and for the 
purpose of administering the guarantees of these loans.  The loan guarantees shall 
be made by the Department of Housing and Community Development 
(Department) or by a public or private entity approved by the Department, in 
accordance with the priorities established by Department.  The full faith and 
credit of the State of California is not pledged to the Child Care and Development 
Facilities Loan Guaranty Fund and the state is not liable for loan defaults that 
exceed the amount of funds deposited with the Child Care and Development 
Facilities Loan Guaranty Fund. 

 
2. A loan guarantee may not exceed 80 percent of the principal and interest amount 

of a private sector loan guaranteed by the fund and shall be used only to guarantee 
a private sector loan for the purchase, development, construction, expansion, or 
improvement of facilities described below and for related equipment and fixtures, 
but shall not be used primarily to refinance an existing loan or for working 
capital, supplies, or inventory.  A loan guarantee for improvements shall be 
limited to those improvements necessary for any of the following purposes: 

 
i) To obtain, maintain, renew, expand, or revise a child care license. 
ii) To make necessary health and safety improvements. 
iii) To make seismic improvements. 
iv) To provide access for disabled children. 

 
3. The aggregate amount of outstanding loan guarantees shall not exceed four times 

the amount in the Child Care and Development Facilities Loan Guaranty Fund. 
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ALLOCATION OF CAPITAL OUTLAY FUNDS                          421 
 
 

II. GENERAL AUDIT PROCEDURES (continued) 
 
 

4. A loan guarantee made pursuant to this section shall be for the term of the loan or 
20 years, whichever is less.  Security for the guaranteed loan may include a deed 
of trust, personal guarantees of shareholders and partners in the case of 
proprietary borrowers, or other reasonably available collateral.  These liens may 
be subordinated to other liens.  Default provisions and other terms shall be 
reasonable and designed to obtain prompt and full repayment of the guaranteed 
loan by the borrower.  Reasonable loan guarantee fees and points may be charged 
applicants and borrowers by any public or private entity approved by Department, 
as described in regulations adopted by the Department. 

 
5. A loan guarantee made pursuant to this section shall only be granted if the 

applicant agrees to provide child care in a facility for a period of 20 years or the 
term of the guaranteed loan, whichever is less. 

 
6. A loan guarantee made pursuant to this section terminates 120 days after the 

lender’s receipt of notice that the recipient has either ceased making payments or 
providing child care in the facility for which the loan was made, or both, unless 
the lender takes action to accelerate the loan.  If a family day care provider ceases 
to operate, but retains its three-year-license, the provider shall give notice to 
department and the lending institution of its intention to resume offering child 
care services for the term of its license, or shall provide notice of its intention to 
cease providing child care services.  The Child Care and Development Facilities 
Loan Guaranty Fund is not liable for a default occurring after the loan guarantee 
has ended.  

 
 



Income Recognition and Classification     General Requirements 
 
ALLOCATION OF CAPITAL OUTLAY FUNDS        421 
  
 

II. GENERAL AUDIT PROCEDURES (continued) 
 
 

E. Child Care and Development Facilities Direct Loan Fund (Section 8277.5 Education 
Code) (See Schedule A, Fact Sheet) 

 
CDE transfers state funds appropriated for child care facilities enhancement and the 
proceeds derived from any future sales of tax-exempt child care and development 
facilities bonds into this fund. 
 
Determine the following: 
 
1. These funds are used for the purpose of making subordinated loans directly or 

through a public or private entity approved by the Department of Housing and 
Community Development (Department) to sole proprietorships, partnerships, 
proprietary and nonprofit corporations, and local public agencies for the purchase, 
development, construction, expansion, or improvement of licensed child care and 
development facilities, and for the purpose of administering these loans.  Loans 
shall be made in accordance with the priorities established by the Department.  
The full faith and credit of the State of California is not pledged to the Child Care 
and Development Facilities Direct Loan Fund and the state is not liable for loan 
defaults that exceed the amount of funds deposited in the Child Care and 
Development Facilities Direct Loan Fund. 

 
2. A loan made pursuant to this section may not exceed 50 percent of the total 

amount of investment for the purchase, development, expansion, or improvement 
of eligible child care and development facilities as described below and for related 
equipment and fixtures, but may not be used primarily to refinance an existing 
loan, for working capital, for supplies, or for inventory.  A loan may not exceed 
20 percent of the total amount of investment if the same facility is also utilizing a 
loan guarantee.  

 
Investment means the total cost paid or incurred by the applicant in constructing, 
renovating, or acquiring a facility.  A loan for improvements shall be limited to 
those improvements necessary for any of the following purposes: 
 
i) To obtain, maintain, renew, expand, or revise a child care license. 
ii) To make necessary health and safety improvements. 
iii) To make seismic improvements 
iv) To provide access for disabled children. 
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II. GENERAL AUDIT PROCEDURES (continued) 
 

3. The term of a loan may not exceed 20 years.  Security for the loan may include a 
deed of trust, personal guarantees of shareholders and partners in the case of 
proprietary borrowers, or other reasonably available collateral.  These liens may  
be subordinated to other liens.  The interest rate, payment provisions, late charges, 
and other terms may vary based on the ability of the borrower to repay the loan, 
but shall be reasonable and designed to obtain prompt and full repayment of the 
loan by the borrower.  Reasonable loan fees and points may be charged to 
applicants and borrowers by public or private entity approved by the Department, 
or described in the regulations adopted by the Department. 

 
 
F. Department Priorities 
 

The Department of Housing and Community Development (Department) has priorities for 
selecting applicants that are eligible for the loan guaranty program and the direct loan 
program. 

 
Determine that eligibility is based on the following: 

 
1. Priority is given to facilities that primarily serve households with incomes not 

exceeding 75 percent of the local median income as determined from time to time 
by the United States Department of Housing and Urban Development, loan 
guarantees and direct loans.  Eligible facilities shall include full day and part-day 
child care and development facilities and family child care homes serving more 
than six children. 

 
2. Loan guarantees and direct loans for family child care homes serving more than 

six children are limited to loans for repairs and renovation that are required to 
maintain license or, if the family child care provider is otherwise qualified for a 
license for more than six children, to repairs, renovations, and additions required 
to obtain a license for more than six children.  A family child care home provider 
shall provide evidence from the community care licensing division that the 
repairs, renovations, or additions are required to maintain the license or obtain a 
license for more than six children.  Loan guarantees and direct loans for family 
child care homes will not be made for the purpose of purchasing a home or any 
real property. 
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II.  GENERAL AUDIT PROCEDURES (continued) 
 
 
G. CDE Program Priorities 
 

CDE provides program priorities that govern the ranking of applications by the 
Department. 

 
Determine that priorities include, but are not limited to, the following: 

 
1. Geographic priorities based on the extent of need for child care and development 

supply-building efforts in different parts of the state. 
 

i) Not less than 30 percent of the loan guarantee and direct loan obligations 
shall benefit providers located in rural areas. If the amount of qualifying 
applications from rural providers is insufficient to satisfy requirement, the 
excess capacity reserved for rural to be made available to other qualified 
applications according to the policies and procedures of the Department. 
The remaining 70 percent of funds shall be available to rural or urban 
areas and other priorities in accordance with this subdivision. 

ii) Rural communities defined by any county with fewer than 400 residents 
per square mile. 

 
2. Age priorities based on the extent of need for children and development supply-

building efforts for children of different age groups. 
 
3. Income priorities based on the extent of need for child case and development 

supply-building efforts to benefit families transitioning to work or other lower 
income families. 

 
4. Program priorities based on the extent of facilities needed among specific kinds of 

providers, including those that continue to administer state and federal funded 
child care and development programs administered by the CDE providers who 
have lost classrooms due to class size reduction or other state or local initiatives, 
or providers that need to expand to meet the needs of a child care initiative 
recipients of aid under chapter 3 (commencing with Section 11200) of Part 3 of 
Division 9 of the Welfare and Institution Code, or any successor program. 
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II.  GENERAL AUDIT PROCEDURES (continued) 
 
 
G. CDE Program Priorities (continued) 
 

 
The department shall adopt regulations and establish priorities, forms, policies, 
and procedures for implementing and managing the Child Care and Development 
Facilities Loan Guaranty Fund and the Child Care and Development Facilities 
Direct Loan Fund and making the loan guarantees a direct loans authorized 
hereunder consistent with priorities provided by the CDE.  To the extent feasible, 
the Department shall use applicant fees and points to cover its administrative 
costs.  The Department may utilize an amount of money from the Child Care and 
Development Facilities Loan. 

 
Guaranty Fund and the Child Care and Development Facilities Direct Loan fund, 
as appropriated for reasonable administrative costs in any given fiscal year.  
Unless an appropriation for administrative costs is made in the annual Budget Act 
that exceeds the following limits, administrative expenditures shall not exceed 3 
percent of the amount appropriated to each fund in the Budget Act of 1997. 

 
The Department shall adopt regulations for serving family day care homes 
efficiently, including, but not limited to, making loans available from the Child 
Care and Development Facilities Direct Loan Fund to local micro enterprise loan 
funds and other lenders who may relend the funds in appropriate amounts to 
eligible family day care home providers or by authorizing a specified amount of 
guarantees of small loans by local micro enterprise loan funds and other lenders 
serving eligible family day care home providers. 
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II.  GENERAL AUDIT PROCEDURES (continued) 

 
H. Lease of Relocatable Child Care and Development Facilities 
 

The State Allocation Board (board) is authorized to lease relocatable classrooms and 
facilities to qualified child care and development contracting and sub-contracting 
agencies and charge rent of one dollar ($1) per year. 

 
Determine the following: 

 
1. The difference between the fair market value of the donated rental and $1 is 

recorded as both a revenue and expense in accordance with accounting principles 
for non-profit entities. 

 
2. The board requires lessees to undertake all necessary maintenance, repairs, 

renewal, and replacement to ensure that a project is at all times kept in good 
repair, working order, and condition.  All costs incurred for this purpose are borne 
by the lessee. 

 
3. The board requires each lessee to demonstrate that relocatable facilities are 

utilized solely for operation of child care and development programs. 
 

4. No relocatable facilities shall be made available to a contracting agency unless the 
agency furnishes evidence, satisfactory to the board, that the contracting agency 
has no other facility available for rental, lease, or purchase in the geographic 
service area that is economically or otherwise feasible. 

 
5. If at any time the board determines that a lessee’s need for particular relocatable 

facilities which were made available to the lessee has ceased, the board may take 
possession of the relocatable facilities and may lease them to other eligible 
contracting agencies or, if there is no longer a need for the relocatable facilities, 
the board may dispose of them to public or private parties in the manner it deems 
to be in the best interests of the state. 
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II.  GENERAL AUDIT PROCEDURES (continued) 
 
I. Relocatable Child Care and Development Facilities 

(Section 8477, Education Code) 
 

It is the intent of the Legislature that funds be appropriated for the minor renovation and 
repair of publicly owned buildings as necessary to meet state licensing standards, and for 
the state purchase of relocatable child care and development facilities for the purpose of 
providing extended day care services pursuant to this article, for lease to qualifying 
agencies in geographic areas with no available child care and development facilities and, 
as to any child care and development facility acquired by a qualifying agency with funds 
not including state funds, for the purpose of reimbursement of initial utility service in 
installation costs. This section is applicable only to the proceeds from the sale of bonds 
allocated by the State Allocation Board. 

 
No relocatable child care and development facility owned by the state shall be placed on 
privately owned land except in those areas of the state where the CDE determines thee is 
no available space on publicly owned land and where there are no available child care 
and development facilities.  CDE establishes qualifications to determine the eligibility of 
extended day agencies to lease relocatable facilities under this section. 

 
CDE adopts rules establishing priorities for the acquisition and leasing of facilities of 
agencies that will most benefit children needing extended day services.  First priority 
shall be given to programs that are rated in school districts that have unhoused pupils, as 
determined under state standards established pursuant to chapter 22 (commencing with 
Section 17700) of Part 10, and have developed a plan to provide extended day care 
services in a cost effective manner.  Each lessee shall be required to demonstrate program 
operations in relocatable facilities are primarily for extended day care services which 
comply with cost-effective minimum program standards established by CDE. 

 
Although primary use of relocatable facilities shall be for extended day care programs, 
those facilities may be used for other purposes if the following conditions are met: 

 
1. The alternative use of the facility does not infringe upon accessibility of extended 

day care programs; and 
 

2. CDE authorizes alternative as being compatible with extended day care programs. 
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II.  GENERAL AUDIT PROCEDURES (continued) 
 
I. Relocatable Child Care and Development Facilities 

(Section 8477, Education Code) (continued) 
 

The Board, with the advice of CDE’s Superintendent of Public Instruction, may do all of 
the following: 

 
1. Establish any procedures and policies, in connection with administration of this 

section that it deems necessary; 
 

2. Adopt any rules and regulations for the administration of section requiring those 
procedures, forms, and information it deems necessary; and 

 
3. Have constructed, furnished, equipped, or otherwise require whatever work is 

necessary to place relocatable extended care services facilities where needed. 
 

The Board leases relocatable facilities to qualifying extended day care services agencies 
and shall charge rent one of dollar ($1) per year.  The Board requires lessees to undertake 
all necessary maintenance, repairs, renewal, and replacement to ensure that a project is at 
all times kept in good repair, working order, and condition.  All costs incurred for this 
purpose shall be borne by the lessee.  Neither the Board nor the CDE shall assume any 
responsibility for utility services costs other than initial installation costs reimbursed 
above, and the agency shall provide adequate safeguards to protect the CDE’s interest in 
this regard. 

 
The Board shall require lessees to insure at their own expense for the benefit of the state, 
and leased relocatable facility that is the property of the CDE, against any risks, including 
liability from the use thereof, in the amounts the Board deems necessary to protect the 
interests of the state.  Neither the board nor the state shall assume any responsibility for 
utility services costs other than initial installation costs reimbursed above, and the agency 
shall provide adequate safeguards to protect the CDE’s interest in this regard. 

 
No relocatable facilities shall be made available to an agency unless the agency furnishes 
evidence, satisfactory to the Board, that the agency has no other facility available for 
rental, lease, or purchase in the geographic service area that is economically or otherwise 
feasible. 
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II.  GENERAL AUDIT PROCEDURES (continued) 
 
I. Relocatable Child Care and Development Facilities 

(Section 8477, Education Code) (continued) 
 
The Board shall have prepared for its use, performance specifications for relocatable 
facilities and bids for their construction that can be solicited from more than one 
responsible bidder.  The Board solicits bids from, and award to, the lowest responsible 
competitive bidder, contracts for the construction or purchase of relocatable facility’s that 
are approved for lease to eligible extended day care service agencies. 

 
If at any time the Board determines that a lessee’s need for particular relocatable facilities 
that were made available to the lessee has ceased, the board may take possession of the 
relocatable 
facilities and may lease them to other eligible contracting agencies, or, if there is no 
longer a need for the relocatable facilities, the board may dispose of them to public or 
private parties in the manner it deems to be in the best interests of the state. 

 
If a lessee uses a particular relocatable facility for only a portion of the year, the board 
may enter into a second lease with a public or private party for the use of that facility for 
the portion of the year during which the facility would otherwise be unused, in the 
manner it deems to be in the best interests of the state. 

 
J. Loans; Renovation and Repair of Child Care and Development Facilities. 

(Section 8494, Education Code) 
 

1. All of the following child care and development programs, other than those 
providing extended day care services, shall be eligible to receive a loan for the 
renovation and repair of facilities used for the program or to lease relocatable 
facilities to be used for the program: 

 
i) Private nonprofit child care and development programs currently, or soon 

to be, under contract with the CDE pursuant to Section 8262. 
 

ii) Campus Child Care and Development programs. 
 

iii) Child care and development programs operated by, or in a facility owned 
by, a public entity. 
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II.  GENERAL AUDIT PROCEDURES (continued) 
 
 
J. Loans; Renovation and Repair of Child Care and Development Facilities. 

(Section 8494, Education Code) (continued) 
 

2. A recipient of a loan pursuant to this section shall document that the renovated 
facility shall comply with all laws and regulations applicable to child care 
facilities provided for pursuant to Chapter 3.4 (commencing with Section 
1596.70) and Chapter 3.5 (commencing with Section 1596.90) of Division 2 of 
the Health and Safety Code. 

 
3. A recipient of a loan pursuant to this section shall assure the board that the 

renovated facility shall be used for the purposes of the child care and development 
program for the entire loan period, which shall be determined by the board as 
follows: 

 
i) For loans equal to or less than thirty thousand dollars ($30,000), not less 

than three years. 
ii) For loans exceeding thirty thousand dollars ($30,000), the loan period 

shall increase one year for each additional ten thousand dollars ($10,000) 
or part thereof, to a maximum of fifty thousand dollars ($50,000). 

 
4. Interest on the loan principal shall be charged at a rate equal to the average of the 

interest rate applied to the last three bond sales pursuant to Chapter 21.6 
(commencing with Section 17695) of Part 10. 

 
5. In the event that recipient ceases to use the renovated facility for purposes of the 

child care and development program prior to the expiration of the loan period, the 
board shall cover the entire outstanding balance of the loan, plus interest, 
notwithstanding the loan period originally set, unless the board deems to 
appropriate to waive repayment at that time. 

 
6. If the renovated facility has been continuously used for the purposes of the child 

care and development program for the entire loan period, the board shall waive 
repayment for the amount of the loan principal, plus interest, at the end of the 
lease period. 
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II.  GENERAL AUDIT PROCEDURES (continued) 
 
 
K. State Child Care Capital Outlay Fund; Eligibility of Child Care and Development 

Agencies; Use of Relocatable Facility Conditions; Powers of Allocation Board; 
Leases; (Section 8495, Education Code) 

 
1. There is hereby created in the State Treasury the State child Care Capital Outlay 

Fund.  Notwithstanding Section 13340 of the Government Code, all moneys in the 
State Child Care Capital Outlay Fund, including moneys deposited in a fund from 
any source whatsoever, shall be continuously appropriated without regard to fiscal 
year for expend without regard to fiscal year for expenditure pursuant Section 
8277.7 or this article.  Funds in the State Child Care Facilities pursuant to Section 
8477 shall be transferred to the State Child Care Capital Outlay fund upon the 
effective date of the act amending this section in the 1997-98 Regulation Session. 

 
2. CDE shall establish the qualifications to determine the eligibility of child care 

development agencies, including those that provide preschool and extended day 
care services, to lease relocatable facilities under this section. 

 
 
3. Although primary use of relocatable facilities shall be for child care and 

development programs, including preschool and extended day care programs, 
those facilities may be used for other purposes if the following conditions are met. 

 
i) The alternative use of the facility does not infringe upon the accessibility 

of child care and development programs including preschool or extended 
day care programs 

 
ii) The CDE authorizes alternative use as being compatible with child care 

and development programs, including preschool or extended day care 
programs. 

 
4. The State Allocation Board, with the advice of CDE may do all of the following: 

 
i) Establish any procedures and policies in connection with the 

administration of this section that it deems necessary. 
 

ii) Adopt any rules and regulations for the administration this section 
requiring those procedures, forms, and information that it deems 
necessary. 
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II. GENERAL AUDIT PROCEDURES (continued) 
 
 

K. State Child Care Capital Outlay Fund; Eligibility of Child Care and Development 
Agencies; Use of Relocatable Facility Conditions; Powers of Allocation Board; 
Leases; (Section 8495, Education Code) (continued) 
 
 
iii) Have constructed, furnished, equipped, or otherwise acquire whatever work is 

necessary to place relocatable facilities for child care and development services, 
including preschool and extended day care services where needed.  
 

5. The board shall lease relocatable facilities to qualified agencies providing child 
care and development services, including preschool or extended day care services, 
and shall charge rent of one dollar ($1) per year.  The board shall require lesser to 
undertake all necessary maintenance, repairs, renewal, and replacement to ensure 
that a project is at all times kept in good repair, working order, and condition.  All 
cost incurred for this purpose shall be borne by the lessee.  Neither the board nor 
the state shall assume any responsibility for utility services costs other than initial 
installation costs reimbursed and the agency shall provide adequate safeguards to 
protect the state’s interest in this regard. 

 
6. The board shall require lessees to insure at their own expense for the benefit of 

the state, any leased relocatable facility that is the property of the state, against 
any risks, including liability from the use thereof, in the amounts the board deems 
necessary to protect the interests of the state.  Neither the board nor the state shall 
assume any responsibility for utility services costs other than initial installation 
costs reimbursed under this article, and the agency shall provide adequate 
safeguards to protect the state’s interest in this regard. 

 
7. No relocatable facilities shall be made available to an agency unless the agency 

furnishes evidence, satisfactory to the board, that the agency has no other facility 
available for rental, lease, or purchase in the geographic service are that is 
economically or otherwise feasible. 
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II. GENERAL AUDIT PROCEDURES (continued) 
 
 
K. State Child Care Capital Outlay Fund; Eligibility of Child Care and Development 

Agencies; Use of Relocatable Facility Conditions; Powers of Allocation Board; 
Leases; (Section 8495, Education Code) (continued) 

 
8. The board shall have prepared for its use, performance specifications or 

relocatable facilities and bids for their construction that can be solicited from 
more than one responsible bidder.  The board shall from time to time solicit bids 
from, and award to, the lowest responsible competitive bidder, contracts for the 
construction or purchase of relocatable facilities that have been approved for lease 
to eligible agencies that provide child care and development services, including 
preschool or extended day care services. 

 
9. If at any time the board determines that a lessee’s need for particular relocatable 

facilities that were made available to the lessee pursuant to this article has ceased, 
the board may take possession of the relocatable facilities and may lease them to 
other eligible contracting agencies, or, if there is no longer a need for the 
relocatable facilities, the board may dispose of them to public or private parties in 
the manner it deems to be in the best interests of the state. 

 
10. If a lessee uses a particular relocatable facility for only a portion of the year, the 

board may enter into a second lease with public or private party for the use of that 
facility for the portion of the year during which the facility would otherwise be 
unused, in the manner it deems to be in the best interests of the state. 

 
L. Regulations for Allocation of Funds;  Priority in Funding 

(Section 8495.1, Education Code) 
 

1. The State Allocation Board establishes regulations for the allocation of funds for 
capital outlay and for the reimbursement of initial utility installation costs.  CDE 
establishes qualifications for determining the eligibility of agencies providing 
child care and development services, including preschool and extended day care 
service, to apply for these funds. 
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II. GENERAL AUDIT PROCEDURES (continued) 
 

L. Regulations for Allocation of Funds;  Priority in Funding 
(Section 8495.1, Education Code) 

 
2. Notwithstanding any other provision of law, except for Section 8477, priority in 

funding of capital outlay grants for relocatables from funds administered pursuant 
to Section 8277.7 and under this article, shall be determined in the following 
order: 

 
i) Programs experiencing emergencies as defined by the CDE and the Board. 
ii) Facilities lost due to the Class Size Reduction Program. 
iii) Expansion of child care services. 

 



California Department of Housing and Community Development 
CHILD CARE FACILITIES FINANCING PROGRAM 

SCHEDULE A 
Fact Sheet 

 
 Loan Guaranty Program Direct Loan Program Microloan Program 

Funds Available ♦ May, 1999 
♦ Approximately $14 million 

♦ May, 1999 
♦ $3 million available 

♦ Late 1999/Early 2000 
♦ $500,000 available 

Program Feature Up to an 80% guaranty of a private sector loan 
used to finance the facility and related 
equipment and fixtures 

Up to 50% financing of the investment in the 
facility and related equipment and fixtures 

(Reduced to 20%, if the same facility is also 
utilizing a loan guaranty) 

Up to 50% financing for repairs and 
renovations to the home necessary to 
obtain or maintain a license for more than 
6 children 

Threshold & 
Priority Criteria 

 
All applicants must meet both of the following threshold criteria: 
 

 ♦ Create new child care and development capacity, or 
preserve capacity that would otherwise be lost 

AND ♦ More than half of the children served shall come from households 
with incomes not exceeding 75 percent of the local median income 

  
Applicants must also meet one of the following program priorities: 
 

 ♦ More than half of the spaces being created or preserved shall 
provide for either infant care (birth to 3 years of age) and/or 
after school care for children from 5 to 14 years of age 

 
♦ The applicant is a current contractor with the California 

Department of Education to administer state and federally-
funded child care and development programs 

♦ The applicant currently operates a facility on or adjacent to a public 
school, and the project replaces the capacity which was lost due to class 
size reductions 

 
♦ More than half of the capacity being created or preserved shall serve 

children from "Welfare-to-Work" families 

 (30% of the available funds are reserved for a limited time for facilities located in rural counties) 
 



SCHEDULE A (continued) 
 

 Loan Guaranty Program Direct Loan Program Microloan Program 
Eligible 
Applicants 

Entities that provide licensed child care and 
development services including: 
♦ Sole proprietorships and partnerships 
♦ Proprietary/nonprofit corporations 
♦ Local public agencies 
♦ Family child care providers serving more 

than six children 

Entities that provide licensed child care and 
development services including: 
♦ Sole proprietorships and partnerships 
♦ Proprietary/nonprofit corporations 
♦ Local public agencies 
♦ Family child care providers serving more than 

six children 

♦ Licensed family child care providers 
serving more than 6 children 

Eligible Use of 
Funds 

♦ Purchase, acquire, construct or develop a 
child care facility, and related equipment 
and fixtures 

♦ Guaranties for improvements are limited to 
those improvements necessary for: 
♦ A license 
♦ Health and safety 
♦ Seismic 
♦ Access for disabled children 

♦ Family child care homes are limited to those 
repairs, renovations, related equipment and 
fixtures necessary to meet licensing 
requirements 

♦ Purchase, acquire, construct or develop a child 
care facility, and related equipment and fixtures 

♦ Loan proceeds for improvements are limited to 
those improvements necessary for:  
♦ A license 
♦ Health and safety 
♦ Seismic 
♦ Access for disabled children 

♦ Family child care homes are limited to those 
repairs, renovations, related equipment and 
fixtures necessary to meet licensing 
requirements 

 

♦ Repairs/renovations to a home and 
related equipment and fixtures that are 
necessary to meet licensing 
requirements 

Ineligible Use of 
Funds 

♦ Working Capital 
♦ Inventory 
♦ Supplies 
♦ Primarily for refinancing 
♦ To purchase a home 

♦ Working Capital 
♦ Inventory 
♦ Supplies 
♦ Primarily for refinancing 
♦ To purchase a home 

♦ Working Capital 
♦ Inventory 
♦ Supplies 
♦ Primarily for refinancing 
♦ To purchase a home 

 



SCHEDULE A (continued) 
 

 Loan Guaranty Program Direct Loan Program Microloan Program 
Rates/Terms/ 
Conditions 

♦ Maximum amount of guarantee is $1 
million 

♦ Guaranty cannot exceed 20 years 
♦ Applicant agrees to provide child care 

services for the term of the guaranty 
♦ Family child care homes must provide 

evidence from the licensing agency that 
repairs/equipment are required to obtain or 
maintain a license for more than six 
children 

 
(Note: Lender sets interest rate and terms for the 
private sector loan.) 

♦ Minimum loan amount of $25,000 
♦ Maximum loan $1,000,000 
♦ Maximum loan term is 20 years 
♦ Below prime fixed interest rate 
♦ Construction financing available 
♦ Borrower agrees to provide child care services 

for term of the loan 
♦ Family child care homes must provide evidence 

from the licensing agency that 
repairs/equipment are required to obtain or 
maintain a license for more than six children 

♦ Maximum loan amount is $25,000 
♦ Maximum loan term is 10 years 
♦ Interest rate to be determined by the 

selected microlender 
♦ Evidence from licensing agency that 

repairs/equipment are required to 
obtain or maintain a license for more 
than six children 

♦ Borrower agrees to provide child care 
services for term of the microloan 

Loan Fees ♦ Guaranty application fee of up to $250 
♦ Loan guaranty origination fee of up to 2% 
 
(Note: Lender will also charge loan fees for the 
private sector loan.) 

♦ An application fee of $250 
♦ Loan origination fee of 1% 

♦ Undetermined at this time 

Collateral ♦ None for the guaranty 
 
(Note: Collateral will be required for the private 
sector loan.) 

♦ Secured by liens on real estate, personal 
guaranties, or other reasonably available 
collateral 

♦ Liens can be in subordinate position 

♦ Determined by selected microlenders 

How to Apply Loan guaranties issued by any California Small 
Business Financial Development Corporation 

Loan applications can be obtained from HCD or 
any California Small Business Financial 
Development Corporation 

Funding anticipated to be obtained from 
experienced microlenders chosen by HCD 

`
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I. OBJECTIVE 
 
To determine that CalWORKS Program funds are available to eligible former recipients of 
welfare social assistance who have left this aid for employment are connected as soon as possible 
to local child care resources. 
 

 
II. GENERAL AUDIT PROCEDURES 

 
Legislative Intent;  CalWORKS Program Recipient Child Care;  Stages 
(Section 8350, Education Code) 
 
Verify that: 
 
A. Recipients of aid under Chapter 2 (commencing with Section 11200) of Part 3 of 

Division 9 of the Welfare and Institutions Code, or any successor program, and former 
recipients who have left aid for employment, are connected as soon as possible to local 
child care resources, make stable child care services after they no longer receive aid as 
long as they receive those services and meet the eligibility requirements. 

 
B. Three stages of child care services are established through which a recipient of aid under 

Chapter 2 (commencing with Section 11200) of Part 3 of Division 9 of the Welfare 
Institutions Code, or any successor program, will have pass.  Family’s child care needs 
are met by county welfare departments and later by other local child care and 
development contractors, without any break in their child care services due to the 
transition between the three stages of child care services. 

 
These are as follows: 
 
1. First stage; management; transition 
 
Determine the following: 

 
a. The county welfare department shall manage the first stage during which a 

family shall receive a child care subsidy for any legal case chosen by the 
parent.  The first stage begins upon the entry of a person in to the program 
prescribed by Chapter (commencing with Section 11200) of Part 3 of 
Division 9 of the Welfare and Institutions Code. 
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II. GENERAL AUDIT PROCEDURES (continued) 
 
 

1. First stage; management; transition 
 

b. A county shall move recipients out of this first response stage as quickly 
as possible after the county determines that the need for child care is 
stable.  A recipient may be served in this stage for a maximum of six 
months.  The six-month time limit may extended if the county determines 
that the recipients situation is too unstable to be shifted to the second stage 
or if no funds are available to provide child care services in the second 
stage. 

 
c. Former CalWORKs recipients who cannot be transitioned from the first 

stage of child care because no funded slots available are eligible to receive 
the first stage two child care services for up to a total of 24 months and 
they leave cash aid, or until they are otherwise ineligible within that 24 
month period.  Family size and income for purpose of determining 
eligibility and family fee shall be determined pursuant to Sections 8263 
and 8263.1. 

 
d. The county welfare department shall also begin the first stage of child care 

when an individual who applies for aid under the program described in 
Chapter 2 (commencing with Section 11200) of Part 3 of Division 9 of the 
Welfare and Institutions code is participating as a volunteer pursuant to 
Article 3.2 commencing with Section 11320) of Chapter 2 of part 3 of 
Division 9 of the Welfare and Institutions Code. 

 
e. A county may contract with public or private child care providers provide 

any or all of the services during the first stage.  If the county welfare 
department elects to contract with the child care provider that is also under 
contract with the CDE, these contracts shall be consistent with State law. 
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II. GENERAL AUDIT PROCEDURES (continued) 
 

Local child care resource and referral program; department referrals; staff 
collocation; duties: 

 
As soon as appropriate, a county welfare department shall refer families needing child 
care services to the local child care service and referral program funded pursuant to 
Article 2 commencing with Section 8210).  Resource and referral program staff shall 
collaborate with a county welfare department’s case management offices for aid under 
Chapter 2 (commencing with Division 11200) of Part 3 of division 9 of the Welfare and 
institutions Code, or any successor program, or arrange other sources of swift 
communication with parents and case managers aid.  The local child care resource and 
referral program assist families to establish stable child care arrangements as soon as 
possible.  These child care arrangements may include licensed and license-exempt care. 
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II. GENERAL AUDIT PROCEDURES (continued) 
 
B.2 Second stage child care services;  time limit;  administration;  contracts 
 

Verify that: 
 
The second stage of child care begins when the county determines that the recipient’s 
work or approved work activity is stable or when a recipient is transitioning off of aid and 
child care is available through a local stage two program.  Second stage child care may be 
provided to a family who elects to receive lump-sum diversion payment or diversion 
services under Division 11266.5 of the Welfare and Institutions code when a funded 
space is not immediately available for the family in third stage.  The local stage two 
agency shall assist in moving families to stage three as quickly as feasible.  Former 
CalWORKs recipients are eligible to receive child care services in stage one or stage two 
for up to a total of no more than 24 months after they leave cash aid, or until they are 
otherwise ineligible within that 4-month period.  Family size and income for purposes of 
determining eligibility and calculating the family fee shall be determined pursuant to 
Sections 8263 and 8263.1.   
 
A family receiving cash aid under the CalWORKs program shall receive up to 2 years of 
child care, if otherwise eligible, as needed to continue the family’s employment.  The 
provision of the two years time limit is not intended to limit eligibility for child care 
under Section 8354.  
 
The second stage shall be administered by agencies contracting with the CDE.  These 
contractors may be either agencies that have an alternative payment contract pursuant to 
Section 8220.1 or county welfare departments that choose to administer this stage in 
order to continue to provide child care services for recipients or  former recipients of aid.  
If the county chooses to contract with the department to provide alternative payment 
services, this contract shall not displace, or result in the reduction of an existing contract 
of, a current alternative payment program. 
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II. GENERAL AUDIT PROCEDURES (continued) 
 

 
B.3 Third stage child care services; administration; contracts; eligibility; legislative 

intent; alternative payment program: 
 

Verify that: 
 

a. The third stage of child care begins when a funded space is available.  
CalWORKS recipients are eligible for the third stage of child care.  Persons who 
received a lump-sum diversion payment or diversion services and former 
CalWORKs participants are eligible if they have an income that does not exceed 
75 percent of the State median income.  Programs contracting with the CDE shall 
administer the third stage. 

 
b. In order to move welfare recipients and former recipients from their relationship 

with county welfare departments to relationships with institutions providing 
services to working families, it is the intent of the Legislature that families that 
are former recipients of aid, or are transitioning off aid, receive their child care 
assistance in the same fashion as other low-income working families.  Therefore, 
it is the intent of the Legislature that families no longer rely on county welfare 
departments to obtain child care subsidies beyond the time they are receiving 
other services from the welfare department. 

c. A county welfare department shall not administer the third stage of child care for 
CalWORKs recipients except to the extent to which it delivered those services to 
families receiving, or within one year of having received, Aid to Families with 
Dependent Children prior to the enactment of this section. 

d. This does not preclude county welfare departments from operating an alternative 
payment program under contract with the CDE to serve families referred by child 
protective services. 

 
Child care during the third stage may be funded with moneys dedicated to current and 
former recipients of aid under Chapter 2 (commencing with Section 11200) of Part 3 of 
Division 9 of the Welfare and Institutions Code, or any successor program, including the 
Federal funds appropriated to alternative payment program contractors in the 1996-97 
fiscal year using the Budget Act’s Section 28 process as described in subdivision (b).  
Nothing shall prevent child care services provided under stage three from being funded 
with moneys from other Federal or State sources.  Nothing shall preclude current and 
former recipients of aid under Chapter 2 (commencing with Section 11200) of part 3 of 
Division 9 of the Welfare and Institutions Code, or any successor program, from 
receiving child care services, pursuant to other provisions of this chapter. 
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II. GENERAL AUDIT PROCEDURES (continued) 

 
C. Extended-day and evening care; parent recruiting and training as providers; 

connection facilitation; cost; legislative intent: 
(Section 8356, Education Code) 
 
It is the intent of the Legislature that the CDE work with Head Start and State Preschool 
Programs to generate extended-day and evening care for recipients of aid under Chapter 2 
(commencing with Section 11200) of Part 3 of Division 9 of the Welfare and Institutions 
Code, or any successor program, through recruiting and training parents to be licensed 
and license-exempt care providers and shall facilitate connections between Head Start 
and State preschool contractors and child care certificate administrators, including 
counties and other alternative  payment programs, so that funds available for Sections 
8351, 8353, and 8354 cover the cost of this care.   
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Section 8222.1.  Alternative payment programs; reallocation of funds of reimbursement; 
applications 
 

I. OBJECTIVE 
 
To determine that funds reallocated by the CDE to reimburse CD program contractors for actual 
and allowable costs incurred are for additional alternative payment program services. 
 

II. GENERAL AUDIT PROCEDURES 
 
Verify that: 
 
Out of funds appropriated in accordance with Section 8278 for alternative payment programs, the 
CDE reallocates funds necessary to reimburse alternative payment programs for actual and 
allowable costs incurred for additional services.  Applicants may apply to CDFS for an amount 
not to exceed five thousand dollars ($5,000), or two percent of the contract amount, whichever is 
greater.  Applicants who received funds for two consecutive years under this section may not 
apply for funding for the following year. 
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I. OBJECTIVE 
 

An agency may receive various kinds of income.  Establish that income from other sources has 
been reported properly and expended for the purposes intended. 
 

 
II. GENERAL AUDIT PROCEDURES 

 
Restricted Program Income (formerly known as Special Purpose Income) is income received by 
a Child Development program wherein the donor restricts the use of the funds for goods or 
services defined as reimbursable by CDE to the extent expended in the current program year.  
Determine the existence of restricted program income which includes, but is not limited to: 
 
1. Child Care Food Subsidy 
2. Nonfood Assistance 
3. Rent Subsidy 
4. JTPA Funds 
5. Revenue Sharing, and 
6. Subsidized children’s family fees (the agency has to earn the fees in order to retain them) 
7. Maintenance of Effort (MOE) 
8. Funds from the child care reserve 
9. Field trip fees 
10. Donations, gifts, pledges, etc. 
11. CACFP audit cost reimbursement 
12. In-Kind  Services 
13. Food commodities 
 
Restricted program income is reported in the Audited Final Attendance and Fiscal Report Forms. 
 
Other Restricted Income is income received by a child development program wherein the 
donor restricts the use of the funds to a geographical area, specific purpose, or a specific time 
period. 
 
Unrestricted Income is income received by the agency from a donor other than those listed 
above.  Wherein the donor  places no restrictions on the donation as to the use of the monies.  
Income in excess of actual costs for a “Fee for Service” contract is considered to be unrestricted 
income. 
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FAMILY FEES                   427 
 

I. OBJECTIVE 
 

Verify that all income due the agency was received or accrued within the contract period.  The 
audited agency must apply all funds. 
 
 

II. GENERAL AUDIT PROCEDURES 
 

Determine the amount of family fees collected from all families, both certified (State eligible) 
and noncertified (non State eligible).  The Severely Handicapped,  Child Protective Services 
(upon recommendation of protective service case worker), and State Preschool programs should 
not collect fees.   
 
Determine whether any certified families contributed other assets, in cash or in-kind, to the 
agency.  Generally, such contributions are prohibited, except for diapers and field trip fees 
(cannot exceed $25 a year and must be approved by the board of directors).  See the CD 
Program’s Funding Terms and Conditions for any exceptions. 
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I. OBJECTIVE 
 
All interest earned on CD and ABE program contract funds must be reported to CDFS on the 
applicable Attendance and Fiscal Report form.  Interest earned on CD and ABE program 
contract funds shall be remitted to the CDE, unless spent during the contract period on 
reimbursable costs. 
 
 

II. GENERAL AUDIT PROCEDURES 
 

For selected Federal programs, determine if any interest was accumulated in excess of the 
allowable administrative interest of $100 at the end of any fiscal quarter. 
 
Determine if any interest was earned in excess of allowable expenditures.  If excess interest was 
earned, determine if it was properly returned to CDE.  The CDE will bill the contracting agency 
for any excess interest income at the time the program contracts are closed. 
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I. OBJECTIVE 
 

This section includes compliance testing for State and Federal program expenditures made 
according to CD Program Funding Terms and Conditions and ABE Program Assurances.  Direct 
service costs are to be accumulated for each contract and accounted for separately. 
 
 

II. GENERAL AUDIT PROCEDURES 
 
A. Determine if direct costs were properly charged to the appropriate CD or ABE 

program(s) and that costs were equitably distributed to the programs.  Agencies that 
provide a number of services, must maintain an accounting system that ensures an 
equitable distribution of costs to the various programs. 

 
1. CD and ABE program funds may not be used to pay any portion of the cost of 

care for families and instruction for adults that were not certified in accordance 
with State eligibility criteria.  The actual cost of serving these children and adults 
must be paid directly by the family adult and/or from other local resources.  

 
2. An agency may operate a number of facilities, one or more of which provide 

services exclusively to noncertified families and adults.  Enrollment, attendance, 
income, and expenses of the facility(ies) providing services exclusively to 
noncertified families and adults should not be reported to CDFS.  The agency 
must maintain an accounting system to distribute costs among the different 
facilities (i.e. those providing services to certified families and those providing 
services exclusively to noncertified families and adults) on an equitable basis.  A 
plan to allocate cost equitably will ensure that CDE financial support will not be 
used either for direct, administrative, or indirect costs for families and adults not 
certified under CDE eligibility guidelines. 

 
3. COMMINGLED SITES 

 
In a commingled program, children are either served in the same facility, or share 
common facilities, equipment, staff and supplies, etc. funded from multiple State 
contracts or different funding sources. 
 
Determine if the same services and costs of a child are charged to only one 
contract.  Verify that costs are allocated to each contract based on the pro-rated 
adjusted certified days of enrollment.  Determine that certified parent fees, 
interest on contract funds, and any start-up costs for each contract are allocated to 
each contract separately.  Each contract in the commingled program must be 
reported separately. 
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4. CO-LOCATED SITE   

 
A co-located program refers to two programs that share the same facility, but 
cannot be commingled because they have different program requirements. 

 
Determine that the agency has reported each contract separately because of the 
different program types, and has an approved Program Cost Allocation Plan to 
accurately report the appropriate costs for each program. 

 
B. Determine whether costs incurred pursuant to the contract are related to CD and ABE 

programs.  These costs may include: 
 

1. Actual and Allowable Net Costs – The balance of reimbursable program 
costs remaining after restricted program income and non-reimbursable 
expenditures have been deducted.  In accordance with the ABE’s Program 
Assurances, the agency shall use at least 95 percent of its ABE funds for 
the following adult education instructional and support activities: 

 
a. Instruction of students; 
b. Purchase of supplementary instructional materials and supplies; 
c. Supplementary services that alleviate problems related to 

scheduling, class size, class locations, and transportation; 
d. In-service training for personnel; 
e. Counseling and guidance services; and 
f. Child care for children of adults who are attending classes under 

Section 321. 
 

2. ABE Base Grants – The agency shall use its $3,500 base grant funding for 
only the following eligible activities (carryover of expenditures is not 
allowed): 
 
a. Staff development; 
b. Program assessment; and 
c. Networking. 

 
 3. Other – Closedown costs for Migrant Child Care Programs and non-

 reimbursable costs (not payable from contract funds). 
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I. OBJECTIVE 
 

The purpose of this section is to aid the auditor in determining whether or not the agency is 
complying with specific contract and grant restrictions for the accounting and reporting of 
reimbursable vs. non-reimbursable program costs. 
 

II. GENERAL AUDIT PROCEDURES 
 

A. General Expenditures – Center Based Programs 
 

Center Based programs are in essence two separate contracts:  Child care Services and/or 
ECE/Before and After School Services.  Each contract must be accounted for separately.  
The auditor must test to: 

 
1. Determine the total expenditures for the operation of the CCD Child Development 

program.  Expenditures should be identified as reimbursable vs. non-reimbursable 
following criteria in the funding Terms and Conditions. 

   
NOTE:  The CCD contract delineate the types of services to be rendered on the 
“Approved Service Plan.”  The actual audit report will not separate the 
expenditures based on eligibility groups identified in the Approved Service Plan. 
 

2. Determine if Center Based programs, which are commingled, have accumulated 
and documented all CCD related costs associated with the commingled programs 
within a cost pool.  Commingled costs must then be allocated to the individual 
programs involved, utilizing the total adjusted days of enrollment for both 
certified and non-certified children.  Therefore, total commingled expenses do not 
have to be allocated to the individual commingled programs through a cost 
allocation process. 

 
B. General Expenditures – Alternative Payment (AP) programs:  GAPP/GCPS; 

CalWORKS, Stage 2, G2AP 
 

This program can be referred to as the “Certificate Program” or “Parental Choice.”  The 
auditor must test to: 

 
1. Determine the total expenditures for the operation of the CCD “Parental Choice” 

program.  Expenditures should be identified as reimbursable vs. nonreimbursable 
utilizing the criteria in the Funding Terms and Conditions. 
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II. GENERAL AUDIT PROCEDURES (continued) 
 

B. General Expenditures – Alternative Payment (AP) programs:  GAPP/GCPS; 
CalWORKS, Stage 2, G2AP (continued) 

 
Note:  The CCD contract delineates the types of services to be rendered on the 
“Approved Service Plan.”  The actual audit report will not separate the 
expenditures based on eligibility groups identified in the Approved Service Plan. 

 
2. Determine if at least 75% of net reimbursable program costs are generated by 

direct service payments.  Contractors are reimbursed for payments to providers 
(based on RMR Survey ceilings), administration, and “other related child care 
costs” (ORCCC).  Administration and ORCCC are limited to 25 percent (with 
administration not to exceed 5 percent) of net reimbursable program costs.  

 
3. Determine if the direct service payments exceeded 1.5.  standard deviations from 

the mean RMR survey ceiling for the type of child care provider.  If a parent 
chooses a provider with a usual and customary rate exceeding 1.5 standard 
deviations above the mean market rate for the type of care provided, the parent 
may receive services from that provided only if the parent pays the difference 
between 1.5 standard deviations and the provider’s rate.  The co-payment shall be 
paid directly by the parent to the provider and shall not be accounted for by the 
contractor. 

 
C. General Expenditures – Alternative Payment (AP) Programs:  Family Child Care 

Homes – GFCC- 
 

This program can be referred to as the “Certificate Program” or “Parental Choice.”  The 
auditor must test to: 

 
1. Determine the total expenditures for the operation of the CCD “Parental Choice” 

program.  Expenditures should be identified as reimbursable vs. nonreimbursable 
utilizing the criteria in the Funding Terms and Conditions. 

 
Note:  The CCD contract delineates the types of services to be rendered on the 
“Approved Service Plan.”  The actual audit report will not separate the 
expenditures based on eligibility groups identified in the Approved Service Plan. 
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II. GENERAL AUDIT PROCEDURES (continued) 
 
C. General Expenditures – Alternative Payment (AP) Programs:  Family Child Care 

Homes – GFCC- (continued) 
 

2. Determine if at least 70% of net reimbursable program costs are generated by 
direct service payments; 

 
3. Determine that no more than 30% of payments for direct services shall be for 

quality assurance and administrative costs; 
 

4. Determine that no more than 15% shall be for administrative costs alone; and 
 

5. Determine if the direct service payments exceeded 1.5 standard deviations from 
the mean RMR survey ceiling for the type of child care provided. 

 
D. General Expenditures – Alternative Payment (AP) Programs:  CalWORKS, Stage 3, 

G3AP 
 

This program can be referred to as the “Certificate Program” or  “Parental Choice.”  The 
auditor must test to: 
 
1. Determine the total expenditures for the operation of the CCD “Parental Choice” 

program.  Expenditures should be identified as reimbursable vs. nonreimbursable 
utilizing the criteria in the Funding Terms and conditions. 

 
Note:  The CCD contract delineates the types of services to be rendered on the 
“Approved Service Plan.”  The actual audit report will not separate the 
expenditures based on eligibility groups identified in the approved Service plan. 
 

2. Determine if at least 75% of net reimbursable program cost is generated by direct 
service payments.  Contractors are reimbursed for payments to providers (based 
on RMR Survey ceilings), administration, and “other related child care costs” 
(ORCCC).  Administration and ORCCC are limited to 25 percent of the direct 
cost of care (payments to providers).   
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II. GENERAL AUDIT PROCEDURES (continued) 
 
D. General Expenditures – Alternative Payment (AP) Programs:  CalWORKS, Stage 3, 

G3AP (continued) 
 

3. Determine if the direct service payments exceeded 1.5 standard deviations from 
the mean RMR survey ceiling for the type of child care provided.  If a parent 
chooses a provider with a usual and customary rate exceeding 1.5 standard 
deviations above the mean market rate for the type of care provided, the parent 
may receive services from that provider only if the parents pay the difference 
between 1.5 standard deviations and the provider’s rate.  The co-payment shall be 
paid directly by the parents to the provider and shall not be accounted for by the 
contractor. 
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I. OBJECTIVE 
 

The purpose of this section is to aid the auditor in determining whether the agency is complying 
with specific grant restrictions for the accounting and reporting of reimbursable vs. non-
reimbursable program costs. 
 

II. GENERAL AUDIT PROCEDURES 
 

A. CCDBG Expenditures – Center Based Programs 
 
Center Based programs are in essence two separate contracts:  Child Care Services and/or 
ECE/Before and After School Services.  Each contract must be accounted for separately.  
The auditor must test to: 

 
1. Determine the total expenditures for the operation of the CDDBG Child 

Development program.  Expenditures should be identified as reimbursable vs. 
nonreimbursable following criteria in the Funding Terms and Conditions. 

 
NOTE:  The CCDBG contract delineate the types of services to be rendered on 
the “Approved Service Plan.”  The actual audit report will not separate the 
expenditures based on eligibility groups identified in the Approved Service Plan. 
 

2. Determine if Center Based programs, which are commingled, have accumulated 
and documented all CCDBG related costs associated with the commingled 
programs within a cost pool.  Commingled costs must then be allocated to the 
individual programs involved, utilizing the total adjusted days of enrollment for 
both subsidized and nonsubsidized children.  Therefore, total commingled 
expenses do not have to be allocated to the individual commingled programs 
through a cost allocation process. 

 
B. CCDBG Expenditures – Alternative Payment (AP) Programs: - FAPP/FCPS – 

 
This program can be referred to as the “Certificate Program” or “Parental Choice.”  The 
auditor must test to: 

 
1. Determine the total expenditures for the operation of the CCD AP program.  

Expenditures should be identified as reimbursable vs. nonreimbursable utilizing 
the criteria in the Funding Terms and Conditions. 
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II. GENERAL AUDIT PROCEDURES (Continued) 
 

B. CCDBG Expenditures – Alternative Payment (AP) Programs: - FAAP/FCPS 
(Continued) 
 
 Note:  The CCDBG contract delineates the types of services to be rendered on the 

“Approved Service Plan.” The actual audit report will not separate the 
expenditures based on eligibility groups identified in the approved Service Plan. 

 
2. Determine if at least 75% of net reimbursable program costs are generated by 

direct service payments.  Contractors are reimbursed for payments to providers 
(based on RMR Survey ceilings), administration, and “other related child care 
costs” (ORCCC).  Administration and ORCCC are limited to 25 percent (with 
administration not to exceed 5 percent) of net reimbursable program costs. 

 
3. Determine if the direct service payments exceeded 1.5 standard deviations from 

the mean RMR survey ceiling for the type of child care provider.  If a parent 
chooses a provider with a usual and customary rate exceeding 1.5 standard 
deviations above the mean market rate for the type of care provided, the parent 
may receive services from that provider only if the parent pays the difference 
between 1.5 standard deviations and the provider’s rate.  The co-payment shall be 
paid directly by the parent to the provider and shall not be accounted for by the 
contractor. 

 
C. CCDBG Expenditures – Alternative Payment (AP) Programs:  Family Child Care 

Homes – FFCC 
 
This program can be referred to as the “Certificate Program” or “Parental Choice.”  The 
auditor must test to: 

 
1. Determine the total expenditures for the operation of the CCD “Parental Choice” 

program.  Expenditures should be identified as reimbursable vs. nonreimbursable 
utilizing the criteria in the Funding Terms and Conditions. 

 
Note:  The CCDBG contract delineates the types of services to be rendered on the 
“Approved Service Plan.”  The actual audit report will not separate the 
expenditures based on eligibility groups identified in the Approved Service Plan. 
 

2. Determine if at least 70% of net reimbursable program costs are generated by 
direct service payments. 
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II. GENERAL AUDIT PROCEDURES (continued) 
 

C. CCDBG Expenditures – Alternative Payment (AP) Programs: 
Family Child Care Homes – FFCC (continued) 
  
3. Determine that no more than 30% of payments for direct services shall be for 

quality assurance and administrative cost. 
 
4. Determine that no more than 15% shall be for administrative cost alone. 

 
 
D. CCDBG Expenditures – Alternative Payment (AP) Programs:  

- CalWORKS, Stage 2, F2AP 
- CalWORKS, Stage 3, F3AP 

 
This program can be referred to as the “Certificate Program” or “Parental Choice.”  The 
auditor must test to: 

 
1. Determine the total expenditures for the operation of the CCD “Parental Choice” 

program.  Expenditures should be identified as reimbursable vs. nonreimbursable 
utilizing the criteria in the Funding Terms and Conditions. 

 
Note:  The CCDBG contract delineates the types of services to be rendered on the 
“Approved Service Plan.”  The actual audit report will not separate the 
expenditures based on eligibility groups identified in the Approved Service Plan. 
 

2. Determine if at least 75% of net reimbursable program costs are generated by 
direct service payments.  Contractors are reimbursed for payments to providers 
(based on RMR Survey ceilings), administration, and “other related child care 
cost” (ORCCC).  Administration and ORCCC are limited to 25 percent of the 
direct cost of care (payments to providers). 

 
3. Determine if the direct service payments exceeded 1.5 standard deviations from 

the mean RMR survey ceiling for the type of child care provided.  If a parent 
chooses a provider with a usual and customary rate exceeding 1.5 standard 
deviations above the mean market rate for the type of care provided, the parent 
may receive services from that provider only if the parent pays the difference 
between 1.5 standard deviations and the provider’s rate.  The co-payment shall be 
paid directly by the parent to the provider and shall not be accounted for by the 
contractor. 
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II. GENERAL AUDIT PROCEDURES (continued) 
 
 
E. ABE Program Compliance 
 

Refer to ABE Grants, Compliance Testing, Attributes, Section 495, and Specific 
Requirements. 
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PERSONNEL COSTS             432 
 

I. OBJECTIVE 
 

Determine whether the agency’s total labor and benefit costs charged to CD and ABE programs 
are reasonable and supportable. 
 

II. GENERAL AUDIT PROCEDURES 
 

A. Payroll Costs 
 

1. Trace amounts posted in the general ledger to the payroll register or other 
documentation. 

 
2. Select a representative sample from payroll line items and determine that: 

 
a. The wage rate of each individual whose pay is tested agrees with 

the agency’s approved rate for the individual; 
b. Payroll deduction agree with applicable tax rates and appropriate 

supporting documents, such as W-4’s; 
c. Proper payroll deductions were remitted to the appropriate Federal, 

State, and local entities in a timely fashion; 
d. The hours reimbursed are based on time sheets approved by the 

authorized supervisors; 
e. The payroll amount was computed properly; 
f. Overtime pay, if any, was approved in writing by an authorized 

agency official; 
g. Accrued sick or vacation pay has been earned and agrees with the 

agency’s approved personnel policies; and 
h. Multi-funded positions that are direct charged have time sheets 

showing hours spent on the programs charged. 
 
B. Fringe Benefit Costs 
 

1. Review the agency’s personnel policies and determine the types of fringe benefits 
authorized. 

 
2. Examine appropriateness of employee fringe benefit costs charged to CDE  

programs. 
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II. GENERAL AUDIT PROCEDURES (continued) 
 
B.  Fringe Benefit Cost (continued) 
 

3. Determine whether or not fringe benefit costs charged are: 
 

a. Authorized fringe benefits; 
 

b. Items that normally would be considered fringe benefits, and 
 

c. Items that are not duplicated in direct labor charges such as annual leave, 
sick leave, or holiday pay. 

 
4. Determine if the self-retirement plan costs charged to CD and ABE programs are 

approved by the Internal Revenue Service. 
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BOOKS, SUPPLIES, AND EQUIPMENT REPLACEMENT      433 
 

I. OBJECTIVE 
 

Determine whether such items were (1) purchased with contract funds, (2) used in CD and ABE 
programs, (3) obtained on a competitive basis when applicable, and (4) maintained on an 
inventory of State fund purchases.  Identify the causes of any discrepancies and, if appropriate, 
report them in the Management Letter. 
 
 

II. GENERAL AUDIT PROCEDURES 
 

A. Determine that selected items were: 
 

1. Acquired in accordance with the agency’s normal procedures and that appropriate 
supporting documentation was maintained. 

 
2. Approved in writing by CDE/CDD prior to the purchase of books, supplies, and 

equipment (and replacement) if the unit costs for all components exceed $7,500 
and is being claimed for State reimbursement.  For example, for a computer being 
purchased would include the screen, printer, software, etc, in the total cost 
determination. 

 
3. Charged to the fund used by CD and ABE programs. 

 
4. Acquired through appropriate use of competitive purchasing techniques and that 

costs reflect actual price after cash discounts or other credits.  All equipment 
purchases exceeding $5,000 must have at least three bids or estimates have been 
obtained.  The contractor must purchase the goods or services from the lowest 
responsible bidder.  If three (3) bids or estimates cannot be obtained.  The 
contractor must maintain documentation of the reason(s) why three bids could not 
be obtained. 
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II. GENERAL AUDIT PROCEDURES (continued) 
 

B. The auditor must determine that the agency is maintaining an inventory of State funded 
purchases that is: 

 
1. Reconciled with the property records each year to verify the existence of the 

equipment, and 
 

2. Documented with current utilization and continued need for the equipment. 
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CONTRACTED SERVICES            434 
 

I. OBJECTIVE 
 
Determine whether appropriate controls were exercised to ensure that services were necessary, 
provided, and purchased at a reasonable price.  Agencies are required to have their own policies 
on subcontracting for consultant and management services.  These policies must be applied 
equitably. 
 

II. GENERAL AUDIT PROCEDURES 
 
A. Review subcontracts to determine that minimum documentation standards were met and 

that contract requirements have been met.  Report discrepancies in the Management 
Letter.  The following is the minimum documentation and requirements to support the 
use of consultants: 

 
1. Documentation that services are needed and the need cannot be met by current 

employees of the agency; 
 

2. Documentation that a selection process was used to secure the most qualified 
individual available,  considering the nature and extent of the required services; 

 
3. Documentation that the fee is appropriate to the qualifications of the consultant, 

the consultant’s normal charges, and the nature of the services provided. 
 
B. The auditor should perform the following tests for examining consultant, management 

and other subcontract services charged to CD and ABE programs: 
 

1. Trace amounts posted to the general ledger for consultant services and contracts 
for services to the supporting documentation; 
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CONTRACTED SERVICES            434 
 
 

II. GENERAL AUDIT PROCEDURES (continued) 
 
B. Continued: 
 

2. Select a sample of consultant service agreements and significant agency contracts 
for services and a representative sample of any others for examination.  For each 
agreement and/or contract examined, determine whether: 

 
a. Fees were based on proposals from one or more reputable consultants or  providers of 

contract service.  Unless exempted, three bids are required if contract services exceed 
$5,000. 

 
b. The subcontract was awarded to the lowest responsible bidder.  If not, document and 

report, if significant, the basis upon which the award was made.  Unless exempted, all 
subcontracts for $10,000 or more shall be submitted for prior written approval to CDD 
and ABE, if the contractor is requesting reimbursement of costs from the State. 
Management and/or direct services subcontracts for CD and ABE programs shall be 
audited in accordance with this audit guide.  (See Section 470, Subcontract Audit 
Requirements). 

 
c. Support documentation exists that contracted services were provided and used and that 

they benefited the program. 
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I. OBJECTIVE 
 

The auditor must determine that (1) the agency established travel policies and applied them; (2) 
appropriate travel costs are allocated to CD and ABE  programs, and (3) travel costs comply with 
the Funding Terms, Conditions, and Assurances applicable to the contract year. Out-of-State 
travel is nonreimbursable without prior written CDD and ABE approval. 
 
 

II. GENERAL AUDIT PROCEDURES 
 

A. Determine if the agency has formal travel policies.  Review the travel policies to verify 
that they are consistent with the applicable State regulations in regards to travel and per 
diem rates, etc. 

 
B. Use a selective sample to trace travel costs from the general ledger to supporting books of 

original entry. 
 
C. Examine travel costs charged to CD and ABE programs as follows: 
 

1. Determine whether the travel costs claimed are consistent with the agency’s travel 
policies and memoranda issued by CDE. 

 
2. Select a representative sample of travel expenses and ascertain that: 

 
a. Travel expenses are supported by travel documents that are approved by 

an appropriate agency official; 
b. Travel vouchers are approved by an authorized agency official; 
c. Trip reports, etc., indicate that travel costs charged were program related 

and that travel was necessary for the performance of CD and ABE 
programs; and 

d. Reimbursements for travel were limited to travel authorized under the 
organization’s approved travel policy but not in excess of limitations set 
forth in CDE’s travel memoranda applicable to the contract year.  Excess 
travel costs must be identified as non-reimbursable costs. 

 



 Expenditures and Cost Principles      General Requirements 
 
OCCUPANCY COSTS AND PERSONAL PROPERTY COSTS      436 
 
 

I OBJECTIVE 
 

Determine whether the agency incurred rental expense and that the rental charge is reasonable in 
relation to prevailing rates for similar space in the local area. 
 
 

II. GENERAL AUDIT PROCEDURES 
 
 

A. To determine if the rental charges in the agency’s financial statements are accurate: 
 

1. Review the rent-lease agreement to determine the terms of the rental agreement. 
 

2. Determine that the rent-lease agreement is an operating lease agreement and not a 
lease-purchase agreement.  If the rental agreement is an operating lease then 
determine the future lease commitments and document them in a footnote to the 
financial statements. 

 
B. After reviewing the rent-lease agreement, determine whether there is any conflict of 

interest.  For any transaction to which the agency is (1) a party and the other party is an 
officer or employee of the agency or of an organization having a financial interest in the 
agency, or (2) a partner or controlling stockholder or an organization having financial 
interest in the agency; or (3) a family member of a person having a financial interest in 
the agency, the transaction(s) must be fair and reasonable and conducted at arm’s length 
and disclosed in the noted to the financial statements. 

 
1. To determine if the transaction is kept at arm’s length, the board members must 

be certain that they could not have obtained the goods or services being purchased 
at a more favorable rate.  Prior to consummating the transaction, the governing 
body must authorize or approve the transaction in good faith.  In addition, the 
board shall require the interested party(ies) to make full disclosure to the board, 
both in writing and during the board meeting at which the transaction is being 
discussed.  Also, all parties having a financial interest in the transaction shall 
refrain from voting on the transaction, and it should be so noted in the board 
minutes. 
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OCCUPANCY COSTS AND PERSONAL PROPERTY COSTS     436 
 
 

II. GENERAL AUDIT PROCEDURES (continued) 
 
 

2. If the transaction involves the renting of property, either land or buildings, owned 
by affiliated organizations, officers, or other key personnel of the agency of their 
families, the board of directors shall request the interested party to obtain a fair 
market estimate from a independent appraiser.  When the agency is a sole 
proprietor or has no board or board-related policy, rent/lease agreements are 
prohibited, as this would be considered a self-dealing transaction.  The 2% usage 
allowance or depreciation costs would be allowable in this case. 
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DEPRECIATION, USE ALLOWANCE, AND CAPITAL OUTLAY     437 
 
 

I.  OBJECTIVE 
 

Depreciation expense and/or use allowance may be claimed as part of the actual and allowable 
costs for buildings, any building improvements related to CD and ABE programs, and equipment 
necessary for the operation of a CD and ABE program when the building and/or equipment is 
owned by the agency.  An agency may not charge depreciation or use allowance on any asset or 
assets purchased with public funds or donated to the agency.  In addition to depreciation or use 
allowance, the agency may claim only taxes, necessary insurance, and maintenance. 
 
 

II. GENERAL AUDIT PROCEDURES 
 
 

A. Determine that the amount of expenditures charged is correct. 
 

1. Examine the agency’s depreciation schedule and determine that assets being depreciated 
and claimed against CD and ABE program contract funds are agency owned assets only. 

 
2. Determine that depreciation amounts were computed properly; and 

 
3. Depreciation and associated costs must be disclosed in the notes to the financial 

statements. 
 
B. Expenditures listed in the following classifications must be shown on the Schedule of 

Renovation and Repair Expenditures and the Schedule of Equipment Expenditures Utilizing 
Contract Funds included in the audit report as supplemental information: 

 
  6100 – Sites and Improvements of Sites 
  6200 – Buildings and Improvements of Buildings 
  6400 – Equipment 
  6500 – Equipment Replacement 
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INDIRECT COST             438 
 
 

I. OBJECTIVE 
 

Determine whether indirect costs, where applicable, are reasonable.  Ensure they also have not 
been charged as direct cost to CD programs.  Determine that the applied indirect cost rate does 
not exceed State limitations.  Note:  No indirect costs will be reimbursed for ABE programs 
in accordance with ABE General and Program Assurances. 
 

 
II. GENERAL AUDIT PROCEDURES 

 
A. Review the costs in the indirect cost pool to ensure that each cost element is reimbursable 

with contract funds; 
 

B. Review the calculation of indirect costs to ensure that: 
 

1. The proper rate was used 
 

2. Indirect costs are claimed only after the development of a cost allocation plan that must 
provide the rational basis of the claim.  If indirect costs have been claimed, the cost 
allocation plan must be on file in the headquarters of the agency that submitted the claim.  
Cost allocation plans are to be completed in accordance with OMB Circular A-122; 

 
3. The indirect cost rate calculation is mathematically accurate 

 
4. The agency’s indirect cost rate does not exceed eight percent, and the rate is applied to 

budget categories 1000 through 5000 only in determining the indirect charge to the 
contract 

 
5. For all alternative payment programs, indirect costs related to administrative activities 

fall within the eight percent cap on administrative costs.  See Section 900, Indirect Cost 
Allocation Plan. 

 
C. Verify and comment on the following: 
 

1. That costs included in the direct cost pools are not also charged as direct costs 
 

2. That all cost elements in the indirect cost pool benefit the certified CD program 
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II. GENERAL AUDIT PROCEDURES (continued) 
 

3. That all cost included in the indirect cost rate are reimbursable costs 
 

4. That any depreciation costs are included in the indirect cost pool computed by a straight 
line method as required by Funding Terms and Conditions 

 
D. Determine whether the contractor maintains required written documentation of the rationale 

used in determining Indirect Costs. 
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Start-up costs are “those expenses an agency incurs...prior to the full enrollment of children.”  A 
start-up allowance is not additional funding, but is part of the MRA. 
 

I. OBJECTIVE 
 
Determine that the start-up costs are those one-time only costs, except for Migrant programs, 
associated with the starting or expanding of a Child Care and Development and ABE program 
due to an increase in the amount of contract funding.  Start-up/close-down costs should be 
separately identified in the agency’s accounting system. 
 
 

II. GENERAL AUDIT PROCEDURES 
 
A. Only the following may be included as start-up costs: 
 

1. The employment and orientation of necessary staff 
2. The setting up of the program and facility 
3. The finalization of rental agreements and the making of necessary deposits 
4. The purchase of a reasonable inventory of materials and supplies 
5. The initial premium for insurance 

 
B. Migrant programs are the only programs that may claim “close-down costs.”  

Closedown costs are reimbursements for all necessary activities associated with the 
closing of operations at the end of each growing season. 

 
C. If all or part of the fifteen percent allowable start-up costs as administrative cost is 

needed and spent, that portion will not have to be earned. 
 
D. Contractors shall maintain an auditable record of start-up/close-down costs, which shall 

be included within the audit at the end of the year. 
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ADMINISTRATIVE COSTS                     440 
 
 

I. OBJECTIVE 
 

Contractors may claim administrative costs that are directly related to the provision of CD and 
ABE program services, as follows: 
 
CD Programs 
 
1. Non-Alternative payment and CalWORKs programs:   
 

Reimbursement of administrative costs shall not exceed fifteen percent (in accordance 
with Section 8276.7 Education Code) of net reimbursable CD program costs or actual 
administrative costs, whichever is less.  The fifteen percent includes any allowance for 
indirect costs and audits.  

 
2. Alternative Payment and CalWORKs programs: 
 

The administrative costs and support services provisions of 1996-97 will again be used.  
The definition of "other related child care costs" and related references have been deleted.  
The requirements will again be at least 75 percent of net reimbursable program costs in 
payments to providers and no more than 15 percent in administration (for the Stages 
contracts, based on continuing Budget Act language, at least 80 percent must be direct 
payments to providers). 

 
3. Center-based Programs: 
 

Administrative costs for Center-Based programs must allocated to the programs based on 
the benefits received.  An equitable method for determining the benefits received must be 
developed and maintained by the agency.  (Allocation by revenue received is not an 
acceptable method).  The methodology and calculations used must be documented in the 
accounting records. 

   
Contractors shall maintain written documentation of the rationale used in determining 
indirect and administrative costs. 
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I.  OBJECTIVE (continued) 
 
ABE Programs 
 
Reimbursement of administrative costs shall not exceed five percent of program funds for: 
 
1. Planning 
2. Administration 
3. Evaluation 
4. Personnel development 
5. Coordination 
 
Note:  Administrative expenditures are not allowed with the base ABE funds. 
 
 

II. GENERAL AUDIT PROCEDURES 
 

A. Review the agency’s administrative costs for all services performed pursuant to the CD 
or ABE contract.  Determine whether: 

 
1. The agency’s CD/ABE contract limits the amount of administrative costs charged 

to the programs 
 

2. The administrative costs were within the limits of the contract 
 

3. The administrative costs are reimbursable with contract funds 
 

4. The agency has exceeded the administrative costs limitation as set forth in its 
contract(s) with CDE 

 
5. All administrative costs are fully documented 

 
B. Determine whether the contractor finds it necessary to prorate between administrative 

expenses and direct service expenses, and verify that a Cost Allocation Plan is available 
to the auditor at the end of the fiscal year.  The most acceptable method of determining 
the prorated share of personnel expenses is the time-and-materials method.  In this 
method, the cost of salaries and benefits are accumulated in direct proportion to the time 
spent and the cost of materials used.  If it is necessary to prorate facility expenses, the 
time-floor area method is suggested.   
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II. GENERAL AUDIT PROCEDURES (continued) 
 

In the time-floor method, the contractor will prorate on the basis of the floor area 
occupied by the program in proportion to the total floor area and the percent of time such 
floor area is used.  Other possible methods of prorating costs are described in the 
California School Accounting Manual, and the contractor may use any method described 
therein. 

 
C. For the purposes of classification, administrative costs are defined as those costs where 

neither the children, the parents, nor the providers are direct recipients or beneficiaries of 
the services.  A provider is defined as an agency or individual who provides direct child 
care and development services for the prime contractor. 

 
Regardless of the organizational structure and differentiated functions of staff within the 
agency, certain costs are clearly defined as either administrative expenses or direct 
service expenses.  Some examples of these costs are listed below.  However, in no way 
are these lists to be considered all-inclusive. 
 
1. Administrative Costs (examples) 

 
a. All indirect costs 
b. Audit and fiscal record keeping 
c. Administrative staff cost, including fringe benefits 
d. Staff development for administrative staff 
e. Travel expenses related to administrative functions; 
f. Prorated share of facility costs related to administrative activities 
g. Expenses for board/advisory councils where the function is not directly 

related to the children, families, or providers 
h. Program record keeping 
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II. GENERAL AUDIT PROCEDURES (continued) 
 

 
2. Direct Service Costs (examples) 

 
a. Payments to providers 
b. Certification and recertification 
c. Staff development for program and provider staff 
d. Travel expenses related to family or provider support 
e. Consultant contract for nonadministrative services 
f. Prorated share of facility costs related to direct service activities 
g. Community liaison activities where the function is directly related to 

family or provider support 
 
In situations where the classification of expenditures is uncertain, and their placement as direct 
service costs is essential to meet the fifteen percent administrative costs limitations, the agency 
must prepare written statements for expenditure justification for any questionable costs.  These 
written statements are to be maintained in the agency’s files to support the rationale used for 
expenditure classification. 
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I. OBJECTIVE 
 

Most agencies are funded by more than one program, and the primary goal of the agency is to 
provide maximum program services while minimizing the administrative costs associated with 
running the programs.  The agency must develop a cost allocation system that is equitable and 
meets contract requirements.  Determine if the allocation plan has been properly implemented by 
the agency, and that it adheres to all Federal requirements (i.e., CFR 45, Part 74; OMB A-133; 
and OMB A-122) and State requirements (i.e., Funding Terms, Conditions, and Assurances). 
 
 

II. GENERAL AUDIT PROCEDURES 
 

A. Determine if the agency is properly documenting their cost allocation plan in accordance 
with CDE requirements. 

 
B. Review the agency’s cost allocation plan to determine whether: 
 

1. Costs have been properly classified as direct costs (Sections 432 – 436), 
supporting services and administrative costs; and have been charged to the proper 
contract source 

 
2. The cost allocation plan adheres to the Federal and State requirements listed 

above 
 

3. The agency is properly implementing the allocation plan and evaluating and 
updating operating results 

 
 



Expenditures and Cost Principles      General Requirements 
 
NONREIMBURSABLE COSTS           442 
 
 

I. OBJECTIVE 
 

Determine that only actual and allowable reimbursable program costs have been applied against 
CD and ABE program contract funds.   Non-reimbursable costs are those not payable out of 
contract funds.  Total expenditures should be identified as reimbursable vs. non-reimbursable in 
the agency’s reports to CDFS. 
 
 

II. GENERAL AUDIT PROCEDURES 
 

Examples of non-reimbursable costs include, but are not limited to: 
 

1. Bad debts (excluding parent fees) 
2. Contributions 
3. Entertainment 
4. Fines/penalties 
5. Bonuses, unless they are part of a collective bargaining agreement 
6. Excess facility costs 
7. Profit unless part of a subcontract with a profit making entity 
8. Severance pay except earned vacation unless required by a collective bargaining 

agreement or contractor policy 
9. Capital outlay costs for land and buildings (see Funding Terms, Conditions and 

Assurances for details and allowability of equipment, personal property costs and 
improvement) 

10. Out-of-State travel without prior written State approval 
11. In-State travel expenses in excess of that permitted by the Department of 

Personnel Administration rules 
12. Interest expense-only allowed if CDE apportionment is late and caused by the 

CDE, with approval, and lease purchases, and Section 443 below 
13. Other costs not directly related to provisions of child care and adult education 

services in accordance with statutory requirements 
14. ABE funds shall not be allocated to general secondary school programs designed 

around high school equivalency certification of the General Education 
Development (GED) test 

 
For other non-reimbursable costs, review the Funding Terms, Conditions,  and Assurances. 
 



 Expenditures and Cost Principles      General Requirements 
 
INTEREST EXPENSE EXCEPTION            443 
 

I. OBJECTIVE 
 
To determine whether interest expense incurred by an agency for CD services is reimbursable. 
 

II. GENERAL AUDIT PROCEDURES 
 
On reimbursement for interest paid by contractors on private sector dept financing for 
purchase, lease-purchase, repair, or renovation of child care and development facilities determine 
the following: 
 

1. Interest paid by contractors on private sector debt financing for the purchase, lease-
purchase, repair, or renovation of child care and development facilities owned or leased 
by contractors providing center-based care, is reimbursable in accordance with Section 
8272, Education Code. 

 
2. Contractors must demonstrate that the amount of interest paid in a year on private sector 

debt financing does not exceed the value obtained by the CDE in the use of the facilities 
during the year for the child care and development services program.  The following 
methods of making this demonstration are as follows: 

 
a) Amortization of a loan or lease-purchase contract on a straight-line basis for the 

purchase price of a permanent building and real estate, including any loan fees, 
taxes, points or other fees associated with the purchase, over a period of 15 years 
or more. 

 
b) Amortization of a lease-purchase contract on a straight-line basis for the purchase 

price of a permanent building and real estate, including any loan fees, taxes, 
points or other fees associated with the purchase, over a period of 15 years or 
more. 

 
c) Acceptable evidence that loan payments for the purchase of a portable building or 

permanent building and real estate, including principal and interest, do not exceed 
the fair market rental cost that the contractor would have paid if the property was 
not purchased. 

 
3. Loans or lease-purchase agreements amortized over the number of years designated in (2) 

above, but due in a fewer number of years, shall not be disallowed because of the shorter due 
date. 

 



Administration         General Requirements 
 
PROPERTY MANAGEMENT               450 
 
 

I. OBJECTIVE 
 

Determine whether the agency maintains a property management system adequate to meet the 
guidelines provided in 34 CFR 74.34. 
 

II.  GENERAL AUDIT PROCEDURES 
 

Determine whether: 
 

1. The agency maintains property records to account for all equipment purchased or 
donated 

2. Property records contain information necessary to identify the property, the 
funding source, the acquisition data and cost, the location and use of the property, 
and to disclose ultimate disposition, if any 

3. The agency takes a physical inventory of program property and reconciles the 
results with property records at least once every two years 

4. Differences between the property record balances and the physical inventory 
balances are investigated and full documented 

5. Proper approval is received to remove lost or surveyed property from the property 
ledger 

6. Insurance recoveries are shown as income 
 
 
 
 
 



Administration         General Requirements 
 
ANALYTICAL REVIEW            451 
 
 

I. OBJECTIVE 
 

The auditor shall determine if the overall presentation of the financial statements and other 
financial information of the Child Development and ABE funds are reasonable. 
 
 

II.  GENERAL AUDIT PROCEDURES 
 

The auditor should analyze the current year financial information by the following methods: 
 

1. Analysis of current year expenditures compared to the prior year and ABE grant 
budget. 

2. Analysis of changes in net asset (fund) balance.  The fund balance for the Child 
Development and ABE fund may increase only due to unrestricted funds received 
that have not been expended. 

3. When an agency has incurred a negative net asset (fund) balance, the auditor must 
analyze what the cause and the agency’s ability to continue as a going concern.  
The auditor should also consider the steps being taken by the agency to eliminate 
the negative net asset (fund) balance and whether current year CDE contract funds 
have been used to liquidate prior year debt.  The auditor must document in the 
working papers, and disclose in the audit report the source of funds used to cover 
the current year deficit or negative (fund) balance. 

4. Analyze the cash flow during the fiscal year to determine whether the contract 
funds received by the agency have been expended to liquidate non-contract 
expenditures. 



 Administration         General Requirements 
 
GENERAL RECORDKEEPING REQUIREMENTS        452 
 
 

I. OBJECTIVE 
 

Determine whether the agency is retaining its accounting records for a minimum of five (5) years 
in accordance with 5 CCR §18067. 
 

II. GENERAL AUDIT PROCEDURES 
 

Determine whether the contracting agency: 
 

1. Retains its accounting records for a minimum of five years 
 

2. Maintains documentation to support its accounting transactions and reports 
 

3. Maintains documentation on its method of allocation of administrative costs 
between funding sources, if the agency is funded by more than one CD and/or 
ABE program contract 

 
4. Prepares and maintains required reports on children and families (annual CD-800 

for all programs, monthly CDD-801A, and quarterly CD-802 Usage and Demand 
Report for Stages) 

 



 
 
 
 
 
 
 
 
 

SPECIFIC AUDIT 
REQUIREMENTS 



 
Attendance/Eligibility Testing       Specific Requirements 
 
CENTER BASED PROGRAMS           460 
 
 

I.  OBJECTIVE 
 

Determine that the Child Days of Enrollment (CDE) or Child Hours of Enrollment (CHE) 
reported by the agency are accurate and classified properly (“Attendance,” for the purposes of 
reimbursement, includes excused absences of children because of illness, quarantine, illness or 
quarantine of their parent, family emergency, or to spend time with a parent or other relative as 
required by a court of law or that is clearly in the best interest of the child). 
 
 

II. GENERAL AUDIT PROCEDURES 
 

1. Determine that the system used to establish the eligibility of the children is adequate and 
that the agency is adhering to the prescribed system. 

 
2. Determine that the agency has a daily sign-in, sign-out attendance register and that it 

reflects the number of hours child care is needed each day as is shown on the child’s 
application.  The child’s actual time of arrival and departure must be reported.  Verify 
that the sign-in/sign-out sheets documentation includes the following: 

 
a. Full signature of the parent or authorized adult who drops off and picks up the 

child 
b. Full signature of the staff person designated to enter times of arrival and departure 

if the child is not dropped off or picked up by a parent or other authorized adult 
c. First and last initials of the staff person designed to record times a school-age 

child departs for and returns from school during the day 
 
3. Verify the agency’s attendance accounting records contain the following for claimed 

excused absences: 
 
a. Name of child 
b. The date(s) of absence 
c. The specific reason for the absence 
d. The parent’s or designated staff person signature if verification is made by 

telephone 
 
4. Verify no more than 10 excused absences “in the best interest of the child” are claimed 

during the contract period, except for children who are recipients of protective services or 
at risk of abuse or neglect. 



Attendance/Eligibility Testing       Specific Requirements 
 
CENTER BASED PROGRAMS           460  

 
II.  GENERAL AUDIT PROCEEDURES (continued) 

 
5. Verify the agency’s governing board has adopted policies regarding the following: 

 
a. Circumstances constituting excused absences for “family emergencies” and “in 

the best interest of the child” 
b. Circumstances considered to be unexcused absences 

 
6. Determine that the attendance records support attendance reports submitted to CDFS on 

Forms CDFS 1400, CDFS 8501, and CDFS 9500, as applicable. 
 
7. Include in the audit report an Audited Final Attendance and Fiscal Report form that 

reports attendance for each contract (see Appendix A).  An Independent Auditor’s 
Certification on meeting CDE requirements is required that indicates whether: 

 
a.  Attendance records are being maintained as required 
 
b.  Attendance data reported on the form agree with the original supporting records, such as sign-
in/sign-out sheets and daily attendance records 
 
 



Family Fees Testing            Specific Requirements 
 
FAMILY FEES              461 
 
 

I.  OBJECTIVE 
 

The audit shall include a sampling of the evidence of fees paid by families of certified and non-
certified children, the average daily enrollment of certified and non-certified children, the 
average number of days of services provided to the certified children, and the terms of the 
contract, in accordance with Section 8267 of the Education Code.   
 
In addition, Alternative Payment Program audits shall include but not be limited to: 
 

1. A sampling of the evidence of fees charged to and paid by families of certified 
and non-certified children 

2. The daily enrollment of certified children 
3. The number of days of service provided to certified children 
4. The assessment and collection of parent fees, and the availability of support 

services to certified children and their families as needed pursuant to the terms of 
the contract 

 
 

II. GENERAL AUDIT PROCEDURES 
 

A. Select a sample of family fees from the agency’s attendance register and revenue 
accounting records. 

 
B. Verify Fees: 
 

1. Review children’s family files for: 
 Name(s) of child(ren) 
 Full-time/Part-time status 
 Verification of total family income 

2. Determine rate from CDD’s current Family Fee Schedule 
3. Compare rate for any audited difference 
4. Determine that support services were indiscriminately available to both certified 

and non-certified children and their families 
 
C. Integrate sample test results with auditor’s substantive testing of the agency’s family fee 

receivable and revenue general ledger accounts. 



 
Reserve Accounts       Specific Requirements  
 
 
RESERVE ACCOUNTS          462 
 
 

I. OBJECTIVE 
 

Determine whether CDFS approved any reserve account(s) and whether the contractor maintains 
it/them in an interest bearing account. 
 
 

II. GENERAL AUDIT PROCEDURES 
 

1. Verify the agency submitted a Letter of Intent to Establish and Maintain a Child 
Development Reserve Account (CDFS 9530-LTR) for each reserve it maintains 

 
2. Determine whether the agency maintains the separate accounting and reporting that is 

required for each Reserve Account type: 
 

• Alternative payment 
• Center-Based 
• Resource and Referral 

 
3. Verify reserve funds are maintained in an interest-bearing account.  Although separate 

accounting by contract type is required for all reserve payments, interest earnings can be 
commingled in the same interest-bearing account, providing the reserve balances are 
readily determinable by type. 
 

4. Verify that reserve expenditures are allowable in accordance with the contract’s Funding 
Terms and Conditions and that no transfers were made to the Reserve Accounts of other 
contract types 

 
5. Verify that the agency has submitted a Reserve Account Activity Report (CDFS 9530-A)  

for each of its Reserve Account types 
 
6. Verify that the reserve payments were credited to the proper account(s) 
 
7. Prepare a Form AUD 9530-A, Audited Final Reserve Account Cash Activity Report, for 

each contract type and include the form(s) in the agency’s annual audit report 



Agency Staffing           Specific Requirements 
 

STAFFING QUALIFICATIONS AND RATIOS        463 
 

I. OBJECTIVE 
 

Determine that the agency maintains qualified staff in accordance with Education Code Sections 
8360 – 8370, Article 16, CD Program Personnel Qualifications, CCR, Title 5, Sections 18203 
and 18168,  and the Funding Terms and Conditions. 
 
Determine that the staffing of all Center based child care and development programs of the 
Agency is in the proper adult/child ratios in accordance with Education Code, Section 8288, 
CCR Title 5, Sections 8290 – 92; and Family Child Care Homes pursuant to adult/child ratios 
prescribed in Chapter 7, Section 86001 of Division 6 of Title 22 of the California Administrative 
Code. 
 
 

II. GENERAL AUDIT PROCEDURES 
 

1. Review the agency’s personnel roster, organization chart and job descriptions 
  
2. Review the agency’s personnel files for qualifications documentation  
 
3. Verify that the qualifications documented in the personnel files in two (2) above meet or 

exceed CD requirements of Attachment A and requirements of Child Development 
Permit Matrix 

 
4. Review actual attendance records for the total number of children served by enrollment 

category of child 
 
5. Verify that the agency maintained the minimum staffing ratios for each selected 

enrollment category and complied with reasons for any exceptions 



  



Staffing Qualifications              Specific Requirements 
 

CHILD DEVELOPMENT PERMIT MATRIX 
 

TITLE EDUCATION 
REQUIREMENT 

EXPERIENCE 
REQUIREMENT 

ALTERNATIVE 
QUALIFICATIONS 

AUTHORIZATION FIVE YEAR RENEWAL 

Assistant 
(Optional) 
 
 

6 units of Early Childhood 
Education (ECE) or child 
Development (CD) 

None Accredited HERO 
program (including, ROP); 
or CTC approved training. 

Assist in the Instruction 
of children under 
supervision of Associate 
Teacher or above. 

105 hours of professional 
growth 

Associate  
Teacher 
 
 

12 units of ECE/CE  
including core courses 

50 days of 3+ hours per 
day within 2 years 

Child. Dev. Associate 
(CDA) Credential; or CTC 
approved training. 

May provide instruction 
and supervise assistant. 

Must meet teacher 
requirement within 10 years. 

Teacher 24 units ECE/CD 
including core courses + 
16 GE units. 

175 days of 3+ hours per 
day within 4 years 

AA or higher in ECE or 
related field w/3 sem. 
Units of supervised field 
exp,  in ECE setting; or 
CTC approved training. 

May provide instruction 
and supervise all above 
(Inc. Aide) 

105  hours of professional 
growth. 

Master Teacher 
 
 
 

24 units ECE/CD 
including core courses +16 
GE units, +6 specialization 
units; +2 adult supervision 
units. 

350 days of 3+ hours per 
day within 4 years, 
including at least 100 
days of supervising 
adults. 

BA or higher q/12 units of 
ECE, +3 sem. Units 
supervised field exp. In 
ECE setting; or CTC 
approved training. 

May provide instruction 
and supervise all above 
(incl. Aide).  May also 
serve as coordinator of 
curriculum and staff 
development. 

105 hours of professional 
growth 

Site Supervisor 
 
 
 
 
 

AA (or 60 units) with 24 
ECE/CD units including 
core); + 6 units 
administration; +2 units 
adult supervision. 

350 days of 3+ hours per 
day within 4 years, 
Including at least 100 
days of supervising 
adults. 

BA or higher w/12 units of 
ECE, + 3 sem. Units of 
supervised field exp.  In 
ECE setting, Teaching or 
Admin. Credential w/12 
units of ECE, +3 
supervised field exp. In 
ECE setting, or CTC 
approved training. 

May supervise single site 
program, provide 
instruction; and serve as 
coordinator of curriculum 
and staff development. 

105 hours of professional 
growth. 



Staffing Ratios         Specific Requirements 
 

AGENCY STAFF             464 
 

I. OBJECTIVE 
 

Determine that the staffing of all Center based child care and development programs of the 
Agency is in the proper adult/child ratios in accordance with Education Code, Section 8288, 
CCR Title 5, Sections 8290 – 92; and Family Child Care Homes pursuant to adult/child ratios 
prescribed in Chapter 7, Section 86001 of Division 6 of Title 22 of the California Administrative 
Code. 
 

II. GENERAL AUDIT PROCEDURES 
 

1. Review Agency’s personnel roster, organization chart and job descriptions/duty 
statements for the types of adults. 

 
2. Review actual attendance records for the total number of children served by enrollment 

category of child: 
 

i.) Infants 
ii.) Toddlers 
iii.) Preschool 
iv.) Kindergarten through 14 years old. 

 
3. Verify that the agency maintained the minimum staffing ratios for each selected 

enrollment category. 
 
4. Verify that any exceptions to the staffing ratios are attributed to the following: 
 

i.) Commingling of Age categories 
ii.) Staffing ratio variance 



 
 
Subcontractors                                                                     Specific Requirements 

 
 

SUBCONTRACTORS              470 
 

I.      OBJECTIVE 
 

This involves contractual agreements of private not-for-profit and for-profit agencies 
(subcontractors) for administering and managing a child care development and ABE delivery 
system for another entity (contractor).  The objective is to test such agreements for compliance 
and the reasonableness and allowability of fees, revenues, and costs. 

 
II.        GENERAL AUDIT PROCEDURES 

 
Verify the reasonableness and allowability of the terms and conditions of subcontract agreements 
to supporting documentation and CDE compliance requirements, as follows: 

 
CHILD CARE SERVICES               
 
School Districts, other local educational agencies (LEA), and non-profit organizations (who are 
the contractors) may subcontract with child care and ABE providers (subcontractors) for child 
care development and ABE services authorized by contracts with the CDD and ABE, as the most 
cost-effective means of providing these services.  However, the contractor still retains the overall 
responsibility in the contractual agreements. 
 
TYPES OF SUBCONTRACTORS 

 
1. CD and ABE not-for-profit agencies 
2. For-profit organizations that also have CDD contracts and ABE contracts and grants 
3. Public agencies 
4. Cities and counties 
 
Compliance requirements are covered in CCR Title 5, Sections 18026 to 18031, Article 2, 
Subcontracts, and the Funding Terms and Conditions, or Assurances. 
 
Subcontracts for management and/or direct services shall be audited in accordance with Section 
18032, Audit Requirements for Subcontracts, Title 5; the Funding Terms and Conditions or 
Assurances; and these guidelines.  The subcontracts shall be reported in the subcontractor’s 
annual audit for Agreements for Participation as management agreements.  The annual audit 
shall include a review of subcontract compliance.  The subcontractor shall provide the contractor 
with a copy of its annual audit in accordance with the Agreement for Participation. 



Subcontractors                                                                     Specific Requirements 
 

SUBCONTRACTORS              470 
 
 

II.        GENERAL AUDIT PROCEDURES (continued) 
 
 
TYPES OF CONTRACTORS (continued): 
 
A. School Districts and Other Local Educational Agencies (LEA) 
 
The supplementary reporting requirements for subcontractors providing child care and 
development services with School Districts and other LEA's are the same as those requirements 
for all for-profit and non-profit organizations contracting directly with CDD and ABE.  (See 
Appendix A for Supplementary CDD Reporting Requirements.) 
 
Agreement for Participation: 
 
There must be a contractual agreement signed and documented between the contractor and the 
subcontractor who is providing the child care development and adult basic education services.  
The auditor should determine that the Agreement for Participation includes: 
 
1. Requirement that the subcontractor submit a copy of its annual audit to the School 

District and other LEA. 
 
2. All terms and conditions negotiated between the parties that were included in the 

subcontractor’s billing to the School District and other LEA for providing child care 
development and adult basic education services.  Examples of terms and conditions  
include the following: 

 
a) Rate 
b) Certified Parent Fees and/or Interest Income 
c) Indirect Costs 
d) Rent 
e) Additional Rent 
f) Participation in the Child and Adult Care Food Program (CACFP) 
g) Promotional considerations and “extras” 
 
Promotional considerations and “extras” require supporting documentation and 
reasonable justification.  Otherwise, the OEA may disallow cost as a contract 
“sweetener.”  See Justification in 5 below. 

 
3. Prior CDD Approval is not required. 



Subcontractors                                                                     Specific Requirements 
 

SUBCONTRACTORS              470 
 

II.        GENERAL AUDIT PROCEDURES (continued) 
 
A. School districts and other Local Education Agencies (LEA) (continued) 
 

Agreement for Participation (continued): 
 
4. Subcontractor’s Billing Invoice for Services 
 

All terms and conditions that appear on the subcontractor’s invoice must conform to, and 
agree with the Agreement for Participation. The cost associated with any item on the 
subcontractor’s invoice that is not stated in the participation agreement shall be 
disallowed in the annual audit. 

 
5. Justification 
 

a) Rate – As stated on the Attachment to the Agreement for Participation.  
 

b) Certified Parent Fees and/or Interest Income – Provider agrees to earn subsidized 
parent fees and/or interest income by serving an appropriate number of additional 
subsidized children and incurring additional reimbursable costs equivalent to the 
amount of subsidized parent fees collected and/or interest income. 

 
c) Indirect Costs – The School District and other LEA's must provide evidence of 

administrative services in support of the rate for indirect costs it charged back to the 
subcontractor.  

 
d) Rent – Normally rent is supported by a separate School District or other LEA's 

facility/space use contract with the subcontractor and should not be included in the 
Agreement for Participation. 

 
e) Additional Rent – Reasonable and supported by documentation from the School 

District or other LEA; and disclosed in the participation agreement.  If not disclosed 
in the Agreement for Participation, disallow cost.  

 
f) Participation in the CACFP – Details of participation including the type and category 

of meals to be provided children. 
 
g) Promotional considerations and “extras” – Non-reimbursable cost even if it is 

disclosed in the Agreement for Participation and appears to be reasonable and 
supported by documentation from the  School District or other LEA that these 
additional inducements to negotiate and execute the Agreement for Participation 
benefit the children and adults that are served.; and  



Subcontractors                                                                     Specific Requirements 
 

SUBCONTRACTORS              470 
 
 

II.        GENERAL AUDIT PROCEDURES (continued) 
 
A. School Districts and Other Local Educational Agencies (LEA) (continued) 
 
 Agreement for Participation (continued): 
 
6. Basis for Rate Charged in the Agreement for Participation: 
 

The rate is based on CDP's Standard Reimbursable Rate (SRR).  The contractor should 
base the rate, for each CDP contract for which service is provided, on the actual cost for 
providing services, not on budgeted or proforma data. 

 
7. Rate to be charged for services. 

 
The contract rate is lesser than or equal to, but never greater than, the CDP SRR for 
certified days of enrollment.  This rate is negotiated with the School District or other 
LEA and becomes an attachment to the Agreement for Participation.  School Districts or 
other LEA's who are charged rates higher than CDP's SRR negotiate a charge-back of 
indirect costs to offset these higher rates with the subcontractor in the Agreement for 
Participation.   

 
8. Documentation: 
 

Documentation supporting the above significant terms of the Agreement for Participation 
and attachments should be retained permanently by both parties and CDD for audit 
purposes.  Lack of record retention shall result in the disallowance of the subcontractor’s 
costs in the Agreement for Participation.    

 
1.       Annual Renewal of Agreement for Participation 
 

10.      Changes to Agreement for Participation: 
 

Any changes must be made on addenda attached to Agreement for Participation 
authorized and signed by both parties.  

 
11.      Competitive Bidding Requirement  
 

Subcontract agreements with public agencies. 



Subcontractors                                                                     Specific Requirements 
 

SUBCONTRACTORS              470 
 
 

II.        GENERAL AUDIT PROCEDURES (continued) 
 
TYPES OF CONTRACTORS (continued) 
 
B. For-Profit and Non-Profit Organizations 
 
Situations exist where it can be demonstrated to CDD that it is more cost beneficial for CDD and 
ABE agencies to sub-contract for child care development and adult basic education services with 
for-profit and non-profit subcontractors.  These subcontractors provide direct supervisory and 
administrative services for managing a child care development and ABE delivery system for a 
fee negotiated in a management agreement. 
 
Management Agreement 
 
1. The auditor should verify the existence of a contractual agreement signed and 

documented between the parties; and  determine that the Management Agreement 
includes the following terms and conditions: 

 
i) Prior CDD Approval: 

(Section 18028, CCR Title 5) 
 

Required for subcontracts exceeding the amount stated in the annual CDP 
contract's Funding Terms and Conditions.  Approval letter from CDD. 

  
ii) Start-up 
 
 Cost Study supporting the subcontractor as more cost beneficial than contractor. 
 
iii) Draft or documentation supporting proposed management services agreement that 

was submitted for checklist review of its contents, terms, conditions, covenants, 
language, and clarification of ambiguities by CDD analyst.  

 
iv) Rate to be charged for services. 
 
v) Basis for the contract rate.  Contractor must base contract rate, for each CDP 

contract for which service is provided, on the actual cost for providing services, 
not on budgeted or proforma data.  The basis must be supported by the Cost 
Study. 

 
vi) Invoice to be used by subcontractor for billing services disclosing all terms, rates,  

  indirect costs, and charge-backs that exist in the management agreement. 



Subcontractors                                                                     Specific Requirements 
 

SUBCONTRACTORS              470 
 
 

II. GENERAL AUDIT PROCEDURES (continued) 
 
B. For–Profit and Non-Profit Organizations 
 
 Management Agreement (continued) 
 

vii) Documentation supporting the above significant terms and conditions must be 
retained permanently by both parties and CDD for audit purposes.  Lack of such 
documentation shall result in the disallowance of all costs in the annual audit. 

 
2. Annual Renewal: 
 

Currently, CDD approval is no longer required annually on management service 
agreements provided that: 

 
 i) Subcontract Certification form is attached to the prior management agreement. 
 

ii) A more detailed review of the management agreement will be performed as part 
of the subcontractor’s contract monitoring process instead through CDD's 
application process. 

 
iii) Any changes to be made to the prior management agreement must be referenced 

to as Addenda to the prior management agreement authorized and signed by both 
parties.  

 
3. Disclosure of Needs Requirement: 
 

The recitals section of the management agreement shall identify all of the types of child 
care development and ABE services and the age group of the children and adults to be 
served under the Funding Terms, Conditions and Assurances of the contracts and grants 
held by the contractor with the CDD and ABE. 

 
4. Management Fee Limitation: 
 

Fees for direct and administrative services shall not exceed the amounts for each specific 
CDP and ABE contract and grant as stated in the attachment of the management 
agreement. The contractor must limit the maximum total amount of management fees that 
the subcontractor can charge in the agreement period with CDP contract and ABE grant 
fee documentation in an attachment to the management agreement.  Any excess amount 
paid to the subcontractor as determined in the audit report, shall be returned to the 
contractor. 



Subcontractors                                                                     Specific Requirements 
 

SUBCONTRACTORS              470 
 
 

II. GENERAL AUDIT PROCEDURES (continued) 
 
B. For-Profit and Non-Profit Organizations (continued) 
 

Management Agreement (continued) 
 

5. Subcontractor Leases Facilities:  
 

When the subcontractor also leases the facilities to the contractor for providing child care 
development and ABE services, there exists the risk for a conflict of interests resulting 
from related party transactions regarding the payment of rent to the subcontractor.  The 
auditor shall compare the fair market appraised value of the lease or rental to the actual 
amount paid by the contractor.  The actual amount paid by the contractor cannot exceed 
the fair market appraisal amount.  The excess is a disallowed cost.     

 
6. Competitive Bidding Requirement 
 

In accordance with Section 18029 CCR Title 5, contracts for management services are 
not exempt from competitive bidding.  Requests for three (3) competitive bids are 
required on contracts for management and consultant services every five (5) years.   

 
i) Request for Bid Proposal (RFP) 
 

In the case where a contractor receives child care development and management 
services from a subcontractor, the contractor is required to submit a request for 
bid proposals from three (3) child care development management service 
providers every five (5) years. 
 

ii) Documentation 
 

The contractor should retain documentation of the RFP and results permanently in 
support of its management service agreement for audit purposes.  Lack of such  
documentation shall result in the disallowance of all cost in the annual audit. 



Program Information                  Specific Requirements 
 
OVERVIEW              480 
 
 
A. CHILD DEVELOPMENT PROGRAMS 
 

1. Center-Based: 
 

This service delivery mode encompasses all programs providing direct services to 
children in licensed centers (including State preschool, Migrant, General, and Latchkey.   
All such programs are required to provide age and developmentally appropriate activities 
for children, supervision, parenting education and parent involvement activities, social 
services including identification of child and family needs and referrals to appropriate 
agencies, health services, nutrition, training and career ladder opportunities for staff.  
Programs must comply with California Code of Regulations (CCR), Title 5, staffing and 
adult/child ratios which are more stringent than licensing requirements specified in CCR, 
Title 22 (for Latchkey programs, however, most of the requirements are the same as Title 
22).  Contractors are reimbursed at a rate per unit of service not to exceed  the Standard 
Reimbursement Rate (SRR) established in Education code Section 8265.  This rate 
includes an allowable amount for administrative costs not to exceed 15 percent of net 
reimbursable program costs.  Center-based contracts include funds earmarked for 
services to exceptional needs children, for services on college campuses and in satellite 
family child care homes and, based upon 1997/98 expansion funding, to infants/toddlers 
and school-age children.  Two new programs were added in 1997/98: Literacy Latchkey 
and the State preschool Full-day Program. 
 
Rates:  All service rates are “negotiated” ones not to exceed the Standard Reimbursable 
Rate (SRR). 
 
2. Alternative Payment (APP’s): 

 
Often referred to as voucher or certificate programs, APP’s pay for the cost of care for 
services provided in a setting selected by the parent.  Services can be provided in a 
licensed center, a licensed family child care home or in a license-exempt setting (such as 
in-home care or a family child care provider who cares for the children of only one 
family in addition to her own).  Federal funds also allow for service in a sectarian setting 
(reimbursable General fund child care and development services cannot include any 
religious instruction or worship).  Providers exempt from licensure must go through a 
criminal investigation and child abuse registry clearance (Trustline) process and must 
meet certain health and safety standards.  APP’s serve an identifiable geographic area and 
may provide services to families living and/or providers located in this geographic area.  
APP contracts include funds earmarked for children with exceptional needs, CPS and 
school-age children.  Contractors are reimbursed for payments to providers (based on the 
RMR Survey ceilings) and administrative costs.   
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A. CHILD DEVELOPMENT PROGRAMS (continued) 

 
AB 1542 (Welfare Reform/CalWORKS) created three stages of child care and 
development programs.  Stage 1 is funded by the California Department of Social 
Services and operated by local county welfare departments which may, in turn, 
subcontract with local APP agencies.  The Department of Education funds Stage 2 and 
Stage 3.   
 
3. Family Child Care Homes: 

 
A number of agencies provide services through a network of family child care homes.  
Except for staffing qualifications and ratios, family child care home programs must meet 
the same quality standards as center-based programs.  Contractually, family child care 
home services are provided either through the center-based contract process or under a 
unique reimbursement structure identified contractually as “Family Child Care Homes.”  
The programs are subject to the Regional Market Rate (RMR) Survey ceilings (rather 
than a contract rate per unit of service).  The agencies with this type of contract are 
allowed up to 30 percent of net reimbursable program costs for administration (limited to 
15 percent) and quality assurance activities (which include services to parents and 
provides such as lending libraries, resource libraries, training of parents and providers 
and monitoring of program (quality requirements). 
 
4. Other Programs: 

 
a. Resource and Referral (R&R): 

 
Like APPs, R&R programs provide service in defined geographic areas with 60 agencies 
covering all areas of the State.  Unlike the programs described above, R&Rs provide 
information and referral services to families, providers, and the community at large 
without regard to income or any other eligibility or need criteria and no fees are charged 
for services.  Services provided include referral services for parents seeking child care, 
assistance to community and public agencies in planning, coordinating and improving 
child care in the service area, technical assistance to existing and potential providers, data 
collection and administrative responsibility for the Trustline process required for license-
exempt providers. 
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A. CHILD DEVELOPMENT PROGRAMS (continued) 
 
 4. Other Programs: (continued) 

 
b. Instructional Materials and Supplies (GIMS): 

 
The CDE allocates subsidized program improvement funds for agencies to use for 
purchasing developmentally appropriate durable or consumable curriculum – related 
instructional materials.  No grant is made for less than $1,000 to center-based programs, 
family child care home networks, and resource and referral agencies currently under 
contract with CDE’s CDD. 

 
c. Health & Safety Training (FHST): 

 
The CDE allocates program quality improvement funds made available by the Federal 
Child Care and Development Block Grant, to approximately 60 Resource and Referral 
agencies to support health and safety training.  Resource and Referral agencies arrange 
for required health and safety training, or provide reimbursement to assist licensed 
center-based staff, licensed family child care providers, license-exempt child care 
providers and in-home providers in completing prescribed training on preventive health 
practices, in accordance with AB243 
 
d. Local Planning Council (FLPC): 

 
The CDE allocates program quality improvement funds made available by the federal 
Child Care and Development Block Grant, primarily to county offices of education, to 
support Local Child Care Planning Councils (LCCPC).  LCCPC's assess and prioritize 
local child care needs of families who are seeking or are receiving subsidized and/or non-
subsidized services, and make recommendations to the CDE on local priorities in the 
allocation of state and federal child care and development funds. 
 
e. Campus With Match (GCAM): 

 
The CDE allocates general funds to colleges and universities providing child care 
services to children of students attending the school at which the program is located on 
campus.  Colleges and universities must match these funds with at least 25% of their own 
local funds. 

 
See APPENDIX C. 
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A. CHILD DEVELOPMENT PROGRAMS (continued) 
 
 4. Other Programs: (continued) 

 
  f.    Campus Without Match (GCTR):  Same as General fund Programs,   
        GCTR, without a local matching of local funds requirement. 
  
5. Notification Requirements - Resource and Referral and Alternative Payment 
 Programs: 

 
Legislative Assembly Bill 458, "Oliver's Law" (AB458), requires every child care 
resource and referral (R&R) and alternative payment (AP) program to inform 
anyone who requests a child care referral of his or her right to the following 
information: 
 

1) Review licensing reports and substantiated complaints pertaining to a 
child care facility at the facility site; and 

2) Review a more complete public file regarding the facility at the local 
child care licensing office. 

 
Sanction(s) for the failure of an R&R or AP program to provide this notification 
will be set forth in the Funding Terms and Conditions. 
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B. ADULT BASIC EDUCATION 
 

The Adult Basic Education program offers quality instruction for adults in authorized 
program areas (elementary and high school basic skills, English as a second language, 
immigration education, parenting, programs for substantially handicapped adults, 
vocational education, programs for older adults, home economics, health and safety) that 
will: 
 
• Enable adults to acquire the knowledge and skills necessary to participate effectively 

in today’s economy and society; 
• Help adults to achieve their fullest potential; and 
• Help adults pursue their changing individual learning goals in an educational segment 

that specializes in noncollegiate subject matter. 
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CENTER PROGRAMS 
 
1. GCTR AND GCAM 
 

GENERAL FUND PROGRAMS (GCTR): 
Child Protective Services (CPS) families are exempt from fees and the income ceiling (75 
percent of the state median income). 
 
Eligibility    Need    Priority 
 
Public assistance   CPS    CPS first, then lowest 
At or below 75%*   Employed   Per capita income (if  
Homeless   Seeking employment  equal, then longest 
CPS   Training   time on waiting list) 

 Child under 14   Seeking Housing 
 Exceptional needs to 22  Incapacity 
      Child’s special need 
 

*Children enrolled in General Fund programs as of 12/31/97 are “grand-fathered” up to 
100 percent of the state median income as long as all other need and eligibility 
requirements in effect on 12/31/97 continue to be met. 
 
CAMPUS PROGRAMS (GCAM): 
Campus with Match programs must provide a local match pursuant to Education Code 
and Budget Act language. 
 
Eligibility    Need    Priority 
 
Sam as GCTR Same as GCTR  Children of students  
     admitted first in  

   accordance with  
priorities for GCTR 
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CENTER PROGRAMS (continued) 
 
2. GHUD 
 

HOUSING AND COMMUNITY DEVELOPMENT PROGRAMS (GHUD): 
 
Eligibility    Need    Priority 
 
Same as GCTR   Same as GCTR  First priority is for 
         residents with   
         children  
         occupying assisted 
         units (lowest income 
         first; if equal income, 
         special needs first), 
         then other residents, 
                then GCTR priorities 
 

3. GPRE 
 

PRESCHOOL PROGRAMS (GPRE): 
Other than the child’s age and family income, there are no other requirements and no fees 
are charged. CPS families are exempt from the income ceiling.  These are part-day 
programs. 
 
Eligibility    Need    Priority 
 
Pre-K, ages 3 –5 and income  None    CPS, then 4-year olds, 
ceiling         lowest income first; 
         if income is equal,  
         then priorities as 
         specified in the  
         FT&C in an order 
         determined by the 
         agency 
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CENTER PROGRAMS (continued) 
 
4. GWAP 
 

STATE PRESCHOOL FULL-DAY PROGRAMS (GWAP): 
This program is intended to provide full-day services.  Children already enrolled in State 
Preschool Programs were transferred to the new full-day programs.  For the portion of the 
day the child is in a regular center program, General Fund Center Program need criteria 
must be met (note that income eligibility for State Preschool automatically meets income 
eligibility for the center portion). If a vacancy occurs, a child would be enrolled in 
accordance with State Preschool priorities.  Because the program is intended to provide 
full-day service, part time enrollments are not allowed. 
 

5. GHAN 
 

SEVERLY HANDICAPPED PROGRAMS (GHAN): 
There are six programs in the Bay Area.  These are part-day programs and no fees are 
charged. 
 
Eligibility    Need    Priority 
 
Child is severely handicapped None    None 
 

6. GMIG AND GMSS 
 

MIGRANT PROGRAMS (GMIG): 
Additional funds are provided for supplemental services as described in Education Code 
Section 8232.  These funds must be spent but need not be earned through service (GMSS 
contracts). 

 
Eligibility    Need    Priority 
 
First, the family must have  Same as GCTR  First priority is the 
earned at least 50 percent of      family that moves  
it’s total gross income from      from place to place, 
employment in fishing,      then the family that 
agriculture or related work      has moved within the 
during the 12 months       past five years and is 
immediately preceding the      dependent upon  
date of application, THEN      seasonal agriculture  
same as GCTR.       work.
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CENTER PROGRAMS (continued) 
 
7. GLTK 
 

LATCHKEY PROGRAMS (GLTK): 
Unless a waiver has been granted, 50 percent of the children enrolled must be full cost 
children.  Exceptional needs students are to be served in the same percentage that is 
residing in the district and receiving special education services.  Unless the contractor has 
received a waiver, no more than 50 percent of total net program costs are reimbursable. 
 
Eligibility     Need    Priority 
 
Same as General fund   Same as GCTR  CPS then K-3 and 
Child must be school age      their school-age  
         siblings under  
         13, then grades 4-9 

 
8. FCTR 
 

CHILD CARE AND DEVELOPMENT FUND PROGRAMS (FCTR): 
CPS may be exempted from the income ceiling and the payment of fees based upon the 
recommendation of the protective services worker. 
 
Eligibility    Need    Priority 
At or below 75%   CPS    Same as GCTR but if 
Child under 13   Employed   income is equal, 
Incapacity to 18   Job training and  then family with 
     education   special needs child is 
     Seeking employment  first.  Ten percent  
     Incapacity of other  must be exceptional 

adult    needs children unless  
         a waiver has been 
         granted by CDD 
 

9. FHUD  
 

HOUSING AND URBAN DEVELOPMENT (FHUD): 
 

Eligibility    Need    Priority 
Same as FCTR   Same as FCTR  Same as GHUD 
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ALTERNATIVE PAYMENT PROGAMS 

 
 

1. GAPP and GCPS 
 

GENERAL FUND PROGRAMS (GAPP): 
CPS families are exempt from income ceiling and fees.  Agencies are allowed 25 percent 
of net reimbursable program costs for administration and support services (administration 
cannot exceed 1`5 percent).  Agencies are reimbursed for the cost of care provided, not to 
exceed 1.5 standard deviations based on the Regional Market Rate Survey. 
 
Eligibility    Need    Priority 
 
Public assistance at   CPS    CPS first, then lowest 
or below 75%*         Employed   per capita income (if 
Homeless    Seeking employment  equal, then longest on 
CPS     Training   the waiting list) 
Child under 14   Seeking housing 
Exceptional needs to 22  Incapacity 
 
*Children enrolled in General Fund programs as of 12/31/97 are “grand-fathered” up to 
100 percent of the state median income as long as all other need and eligibility 
requirements in effect on 12/31/97 continue to be met. 
 

2. FAPP and FCPS 
 

CHILD CARE AND DEVELOPMENT FUND PROGRAMS (FAPP): 
CPS may be exempted from the income ceiling and the payment of fees based upon the 
recommendation of the protective services worker.  Agencies are allowed 25 percent of 
net reimbursable program costs for administration and support services (administration 
cannot exceed 15 percent).  Agencies are reimbursed the cost of care provided, not 
exceed 1.5 standard deviations based on the Regional market Rate Survey. 
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ALTERNATIVE PAYMENT PROGAMS (continued) 
 
2. FAPP and FCPS (continued) 

 
Eligibility    Need    Priority 
 
Income at or below 75%  CPS    CPS first, then lowest 
Children under 13   Employed   per capita income (if 
Incapacity to 18   Job training and  income is equal,  
     education   family with special 
     Seeking employment  needs children are 
     Incapacity of other adult first.)  Ten percent 
         must be 
         exceptional needs 

  children unless 
  waived by CDD 
 

3. CalWORKS STAGES: 
 
 Stage 2 

Agencies are allowed 25 percent of direct payments to providers for administration and 
support services under the 2000 Budget Act.  Agencies are reimbursed for the cost of care 
provided, not to exceed 1.5 standard deviations based on the Regional Market Rate 
Survey. 

 
A family remains eligible for up to 24 months after the family is no longer receiving or 
eligible to receive CalWORKS assistance as long as the family is income eligible for 
subsidized child care.  The 24-month period begins when either the family leaves cash 
aid or January 1, 1998, whichever is later, and covers both Stage 1 and Stage 2 child care.  
If there is a need for CPS, the family must be transferred to a non-CalWORKS program 
as soon as possible. 
 
Under Federal Stage 2 and Stage 3 programs, reimbursement for the cost of care 
including religious instruction or worship is allowable, but under general fund Stage 2 
and Stage 3 programs, it is not. 
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3. CalWORKS STAGES: (continued) 
 
    Stage 2 – General fund (G2AP) (continued) 

 Program requirements are the same as GAPP (e.g., sectarian care is prohibited). 
 
 Eligibility    Need    Priority   
 
 Local County welfare   Parent must be in approved None 
 department (CWD)   work activity.  Other adult 
 determines family’s work  may be employed, seeking 

or approved work activity is  employment, in training or 
stable; former CalWORKS  incapacitated (unless also 
recipient; receiving lump sum  a parent of the child) 
diversion payment or services. 
Eligible up to 24 months after  A former aid recipient and  
no longer receiving aid.  other adult in family may be 
At or below 75%   employed, seeking employ- 
Child under 14   ment, in training or 
Exceptional needs to 22  incapacitated 
 
2.  Stage 2 – Federal Fund (F2AP) 

 
 Eligibility    Need    Priority 
 
 Same as G2AP   Same as G2AP  None 
 Child under 13   except for former aid   
 Incapacity to 18   recipient, only another adult 
      (not the recipient) may be 
      incapacitated 
 

Stage 3 Timing Out 
Agencies are allowed 25 percent of direct payments to providers for administration and 
support services pursuant to Budget Act provisions.  Agencies are reimbursed for the cost 
of care provided, not to exceed 1.5 standard deviations based on the Regional Market 
Rate Survey. 
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3. CalWORKS STAGES: (continued) 
 

Stage 3 Timing Out (Continued) 
 

Stage 3 Timing Out – General Fund (G3TO) 
 
 Eligibility    Need    Priority 
 
 Former  CalWORKS   Same as GAPP      Families timing out 
 recipient or diversion client          as vacancies occur 
 who has fully exhausted 24 
 months of eligibility 
 At or below 75% 
 Child under 14 
 Exceptional needs to 22 
 
 
 Stage 3 Timing Out – Federal Fund (F3TO) 
 

Eligibility    Need    Priority 
 
 Former  CalWORKS   Same as FAPP            Families timing out 
 recipient or diversion client          as vacancies occur 
 who has fully exhausted 24 
 months of eligibility 
 At or below 75% 
 Child under 13 
 Incapacity to 18 
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FAMILY CHILD CARE HOMES (70/30) 
 
GFCC and FFCC 
 
Family Child Care Homes (70/30) 
The need and eligibility for these programs are dependent upon the funding source (General 
fund/GFCC or Child Care and Development Fund/FFCC).  Agencies are allowed 30 percent for 
administration and quality assurance activities (administration cannot exceed 15 percent and 
quality assurance activities include services to parents and providers such as lending libraries, 
resource libraries, training of parents and providers and monitoring of program quality 
requirements).  Agencies are  held to the same program quality standards as center programs but 
operate under the Regional Market Rate Survey ceilings for reimbursement purposes.  (Note:  
Services are also provided in  Family Child Care Homes through center contracts and agencies 
are reimbursed on a rate per unit of service basis). 
 
 
OTHER PROGRAMS 
 
 
1. GFRR and FBRR 
 

Resource and Referral (R&R) Programs: 
 

Auditors should test R&R database sales to ensure that such revenue is reported as 
program income. 

 
FBRR – (CCDF) – (CDD – Block Grant – Quality) (CCDF – Quality Improvement 
R&R/Qtr 1.) 

 
2. FHST – (CCDF) (One time only Program) 
 

Health & Safety Training (FHST) 
 

These one-time only funds are allocated to Resource and Referral contractors. The Health 
and Safety contracts may be used to support improved health and safety training 
programs in child day care facilities, day care centers, and family day care homes for 
licensed and licensed-exempt providers.  
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OTHER PROGRAMS (continued) 
 
 
2. FHST – CCDF (One time only Program) (continued) 
 
 HEALTH & SAFETY TRAINING (FHST) 
 

After the contracts have been signed and returned to the Contracts Office, the contractors 
will be advanced 100 percent of the contract amount.  Each contractor must complete a 
Health and Safety Training Summary and Expenditure Report (Form CDFS/CD5004) and 
submit it to CDFS by July 20 following the fiscal year end. 

  
3. GIMS – INSTRUCTIONAL MATERIALS AND SUPPLIES 
 

This is a One-Time-Only contract with the State for the acquisition of materials and 
 supplies to use in a child care facility. 
 
4. GRPM – RENOVATION AND REPAIR 
 
 This is a One-Time-Only contract with the State for the renovation and repair of child- 
 care facilities.  
 
5. FLPC – (CCDF) 
 
 LOCAL PLANNING COUNCILS 
 

This type of contract is funded through a grant from the Federal Department of Health 
and Human Services and subject to the Code of Federal Regulations (CFR) 45 Part 98 
and Public Law 104-193, the Personal Responsibility and Work Opportunity 
Reconciliation Act of 1996.  The Catalogue of Federal Domestic Assistance fund title is 
Child Care and Development Fund (CCDF) and the CFDS number is 93575. 
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OTHER PROGRAMS (continued) 

 
 
6. FQU1 – (CCDF) 
 
 CONSORTIA 
 

Consortia contracts are “Activity” driven.  There must be activities documenting 
accomplishments and linkages to substantiate expenditures.  
 
Consortia groups focus on staff development, broadening membership, and program 
quality improvement activities.  The emphasis is to stimulate the consortia in expansion 
of state preschool and general child care (infants and toddlers) programs.   
 
These agencies would benefit from the expertise and knowledge they would gain from 
becoming a member of their local CDD program quality consortia. 
 
Use of funds 

 
Expenditures should not conflict with any regulation, statue, or conditions specified by 
the contract agreement.  In particular, consortia funds cannot be used to pay: 1) a salary 
or fee to members performing regular duties (such as taking minutes, coordinating 
meetings, etc.); and purchase food/beverages for meetings or conference events.  These 
types of expenses should be obtained through outside fund raising, or donations.  
Consortia members requesting reimbursement for meals, travel expenses, and per diem 
rates are subject to travel rules administered by the Department of Personnel 
Administration’s California State Travel Program Reimbursement Rates, effective 
01/01/99. 
 

This contract is funded through a grant from the federal Department of Health and Human Services and 
subject to code of Federal Regulations (CFR) 45, Part 98, and Public law 104-193, the personal 
Responsibility and Work Opportunity Reconciliation Act (PRWORA) of 1996.  The Catalogue 
of Federal Domestic Assistance (CFDA) fund title is Child Care and Development Fund and the 
CFDA number is 93575.
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Local Coordination Grants 
 
Any apportionments that an agency has received or is scheduled to receive under Local 
Coordination Grants are to be used to offset reimbursable expenditures incurred during the 
period being audited.  A Form AUD 9529, Audited Final Revenue and Expenditure Report is to 
be prepared for the entire contract period even if the expenditures were incurred in two fiscal 
years.  Also, the auditor must state in a footnote on the AUD 9529 whether the amount shown 
was expended in accordance with the agreement with CDD. 
 
One-Time Only Program Supplement Contracts 
 
An apportionment that an agency receives under a One-time Only Program Supplement contract 
(e.g., GIMS) is to be used to offset reimbursable expenditures incurred by the contractor under a 
related “supplemented program” (e.g., GCTR) during the contract period.  The apportionment is 
to be considered  restricted income earned by the “supplemented program.”  Also, this restricted 
income is to be reported by the auditor in the annual audit report on Form AUD 9500, Audited 
Final Attendance and Fiscal Report.   
 
In addition, a Form AUD 9529, Audited Final Revenue and Expenditure Report is to be prepared 
for the One-time Only Program Supplement contract (e.g., GIMS) and included in the audit 
report. 
 
R&R GAIN (Federal Funds) 
 
Any apportionments that an agency has received or is scheduled to receive under R&R GAIN are 
Federal monies and are to be used to offset reimbursable expenditures incurred during the period. 
 
Any apportionments used to offset reimbursable expenditures incurred during the current fiscal 
year are to be listed as income on the agency’s Audited Final Attendance and Fiscal Report form 
for its major program (e.g., GCTR).  Also, the auditor must include a footnote on the form, 
stating in which counties the expenditures were incurred (agencies serving multiple counties 
were awarded separate apportionments per county) and whether the amount shown was 
expended in accordance with the agreement with CDD. 
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Maintenance of Effort 
 
Maintenance of Effort (MOE) funds are disbursed directly by County welfare departments to 
agencies in order to provide child care services. 
 
MOE funds are generally administered under two types of contracts:  (1) MOE funds that require 
agencies to specifically identify children served; and (2) MOE funds spent for the benefit of all 
children.  The auditor must review an agency’s MOE contract to determine which type of 
contract is being administered.  Regardless of the type of contract administered by an agency, 
costs associated with MOE funds should be reported in the “Total Costs” section of an agency’s 
Audited Final Attendance and Fiscal Report. 
 
If MOE funds were received for specifically identified children, these children must be reported 
as  non-certified.  The actual adjusted day/hours of enrollment for these children must be 
included in the agency’s Audited Final Attendance and Fiscal Report as “Total Adjusted 
Days/Hours of Enrollment (All Children).”  The MOE funds under contracts for specifically 
identified children are not to be reported as revenue on the agency’s Audited Final Attendance 
and Fiscal Report. 
 
If MOE funds are used for the purpose of paying expenses that benefit all children, then MOE 
funds are to be reported on the agency’s Audited Final Attendance and Fiscal Report.  These 
funds are reported in the Restricted Program Income section of the Audited Final Attendance and 
Fiscal Report as “Maintenance of Effort.” 
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PURPOSE: 
The purpose of this audit is to fulfill compliance requirements in accordance with Government 
Auditing Standards and OMB circulars A-133 and A-110.  This program represents a minimum 
compliance review.  It excludes those areas covered in the financial or internal control portions 
of the single audit.  These reviews are performed on 20% of the contract/grant recipients in a 
fiscal year. 
 
BACKGROUND: 
The ABE program offers quality instruction for adults in authorized program areas (elementary 
and high school basic skills, English as a second language, immigration education, parenting, 
programs for substantially handicapped adults, vocational education, programs for older adults, 
home economics, health and safety) that will (1) enable adults to acquire the  knowledge and 
skills necessary to participate effectively in today’s economy and society; (2) help adults to 
achieve their fullest potential; and (3) help adults pursue their changing individual learning goals 
in an educational segment that specializes in noncollegiate subject matter. 
 
AREAS OF GREATEST RISK: 
 Is instruction really being provided in the areas covered by the program? 
 CBO employees tend to avoid regional training classes.  Therefore, their record keeping may 

be inadequate and their claims may be incorrectly prepared. 
 Because program reviews are not performed on every contract/grant recipient, every year, the 

possibility exists that certain program provisions may not be met.  The auditor must use 
judgement in determining when additional procedures would be necessary to reduce the risk 
of noncompliance. 

 
AUDIT OBJECTIVES: 
To form an opinion on the agency’s adherence to compliance requirements and to determine the 
effect of any noncompliance on the financial statements. 
 
CRITERIA: 
 
 FEDERAL 
  Adult education Act, PL 100-297 
  Code of Federal Regulations Title 34, Chapter 4 part 461 
  Office of Management and Budget Circulars A-110 and A-133 
 
 STATE 
  Education Code, applicable sections Chapters 2,3,5,10, and 12. 
  California Code of Regulations title 5, Sections 404, 10508, 10560 
  Adult Education handbook for California 
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I. OBJECTIVE 
 

To determine that instruction is being provided in the areas covered by the ABE program in 
accordance with the ABE Program General Assurances 
 
To apply judgement in determining when additional procedures would be necessary to reduce the 
risk of noncompliance 
 
To form an opinion on the agency’s adherence to compliance requirements and to determine the 
effect of any noncompliance on the financial statements, based on the criteria cited above. 
 

II. GENERAL AUDIT PROCEDURES 
 

A. Compliance with Adult Education Program General Assurances 
 
1. Read the application for funding for the description of activities and services: 
 

a. Determine if these are being provided 
 b. Check for large transfers of funds from allowable program accounts to  
  other program accounts 
 c. Check revenue sources to determine that fees are not being charged for  
  Federally funded programs.  Students’ fees for instruction or related  
  supplies are not allowed. 
 

2. Test effectiveness of programs: 
 
  a. Determine whether goals, as stated in application, have been met.  
  b. Compare proposed output/outcome to actual. 
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II. GENERAL AUDIT PROCEDURES (continued) 
 

3. Review the student record-keeping system: 
 
 a. All students eligible for significant gains must have attended at least 12 hours 

of instruction.  Verify to attendance records. 
b.     Verify the number of significant gains claimed.  See CASAS report. 
 

4. Analytical Review (see mid-year or final closeout enrollment report): 
 

a. Ratio of number of teachers to the instructional hours divided by the 
number of days worked.  Must be reasonable.   

b. The number of learners making “significant gains” must be consistent with 
the number of instructional hours generated to that point in school year.   

c. The number of significant gains (about 25 percent) must be a reasonable 
ratio to the student population for the particular instructional program.   

 
5. School Districts 
 
 a. The school district offers all classes for adults  wholly within the   
  boundaries of the district unless exempted by Education Code Sections  
  52511(a)(b), 52530, and 52572. 

• Review promotional materials, the schedule of classes, and the list of     
current sites where the program offers instruction. 

• Review the map or description of the school district’s boundaries. 
• Review the mailing list for distribution of promotional materials. 
• Interview the principal, teachers, and students. 

 
 b. For apportionment purposes, the computation includes only the attendance 

 of students under the immediate supervision and control of an employee of 
 the district who possesses a valid, registered, and appropriate certification 
 document.  [EC 46300(a)] 

• Interview the director, teacher, and aides. 
• Confirm the relationship between teacher aides who work directly with 

students and the credential teacher. 
• Review credential documentation. 
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II. GENERAL AUDIT PROCEDURES (continued) 
 

 c. The district does not claim apportionment for students enrolled in a course 
 that the California Department of Education has not approved as being 
 within one of the ten program areas.  [EC 41976, 52515] 

• Review approved Adult Education Course Approval Requests 
• Review promotional materials and compare them with the approved 

Adult Education Course Approval Request Form. 
 

d. The school district expends adult education funds only for direct 
 instructional cost, direct support cost, and indirect cost.  The district uses 
 one of two methods, either: 

  (i) Direct instructional cost and direct support cost with auditable  
  documentation and indirect cost limited to the lesser of the   
  district’s prior year approved indirect cost rate or the Statewide  
  average indirect cost rate for the second prior year, or 

  (ii) Direct instructional cost and 8 percent of the annual revenue  
  deposited in the school district’s adult education fund  

   (EC 52616.4) 
• Review documentation for direct support costs and indirect costs. 
• Review documentation that supports nonpersonnel costs, 

substantiating that the adult education program received the service, 
supply, or equipment. 

• Interview the director. 
• Look for auditable documentation for each charge made against the 

adult education fund.  (Would this cost occur if there were no adult 
education program?) 

• Review budget documents to verify income and expenditures. 
 

  e. No charge of any kind shall be made for a class in English and citizenship  
  for foreigners, a class in an elementary subject, or a class designated by  
  the governing board as a class for which high school credit is approved  
  when the class is taken by a person who does not hold a high school  
  diploma.  [EC 52612] 

• Review promotional materials for references to fees. 
• Review budget documents for income from fees. 
• Interview the director about district policy on charges for students 

enrolled in ESL, citizenship education, elementary subjects, or high 
school courses. 
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II. GENERAL AUDIT PROCEDURES (continued) 
 
  f. Except as specified above, the governing board of the district may require  

  adults to pay a fee for the class.  The district…may fix a charge not to  
  exceed the cost of the books to the district for books furnished pupils in  
  classes for adult [or] may lend books to such pupils and require the  
  making of deposits…to be refunded…upon the return…of the books. 
  (EC52612, 60410) 

• Ask students whether the district provides materials and books free of 
charge for use in classes. 

• Ask how the district determines the cost of books available for sale to 
students. 

 g. No school district shall file for State apportionment funds if the district  
  receives full compensation for such class from any public or private  
  agency, individual, or group of individuals, except for fees authorized by  
  Education Code Section 52612.  [EC 51814, 52517] 

 
• Review the budget. 
• Review class fees. 
• Review cash deposits. 
• Interview the director about whether there are contract classes 

(workplace-based, JTPA, and others) that fully fund the costs of 
instruction. 

• Compare the budgets for State-funded classes with those for 
community service and contract classes. 

• Determine whether the district separates attendance reports of State-
funded classes from those of contract and community service classes. 

 
h. Administrative regulations or written procedures limit claims for 
 apportionment to no more than three hours of independent study per day 
 or 15 hours per five-day week for each student in adult education.  The 
 district cannot claim for independent study more hours than the total 
 number of hours of classroom instruction it offers for the same courses. 

    [EC 46300(e); CDE Legal Opinion] 
• Review student enrollment and attendance records to verify that 

students do not generate more hours in independent study than the 
total number of hours the district offers classroom instruction for the 
same courses. 
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II. GENERAL AUDIT PROCEDURES (continued) 
 
  
B. Compliance with OMB Circulars A-133, “Compliance Supplement,” and A-110  
 

1. Review the year-end expenditure report for allowable costs: 
 a. Local administrative costs may not exceed 5% of the award unless the  
  State has determined that a higher percentage is reasonable and necessary- 
  95% of Federal funds must be applied to the program (OMB circular A- 
  133 4-84.002-4 and 34CFR 461.40b) 
 b. Indirect costs should not be reimbursed 
 c. Determine if program funds were used to acquire equipment and if that  
  equipment is being used for that or a related program (OMB Circ.A-110) 
 d. Confirm that expenditures were charged to the appropriate fiscal year 
  (No carryover of expenditures is allowed) 

 
2. Verify that reporting requirements have been met: 

 a. Agencies must prepare a mid-year and a closeout report for CDE. 
 b. Federal reporting requirements are: 

  (i) Financial Status Report (FSR), SF – 269A (short form) 
  (ii) Payment Management System, quarterly report, PMS – 272 

 c. Select one of each type of report; trace the amounts reported to: 
  (i) Accounting Records 
  (ii) Audited Financial Statements 
  (iii) The Schedule of Expenditures of Federal Awards 

   
3.  Determine if the agency subcontracts with a for-profit entity.  If so: 

 a. Review the contract between the agency and the entity. 
 b.  Verify that the entity makes a significant contribution to attaining the  
   objectives of the agency. 
 c.  A copy of the subcontract should be included in Section 2 of the   
   “Application for Funding.”      

 
C.  Compliance with Adult Basic Education (ABE) Program General Assurances 
 

  1.  Review the student record-keeping system: 
 
  a.  The provision and support of ABE program services is no longer dependent upon the   

calculation of the Hundred Hour Units (HHU's) as reported on the final claim form 
and the Program Activity and Expenditure Report.  Quantitatively, "student program 
achievement"  by Benchmarks of Significant Gain (BSG)replaces HHU's. 
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III. GENERAL AUDIT PROCEDURES (continued) 
 

    
 
 b.  All Students eligible for significant gains must have attended at least 12 hours of 

instruction.  See attendance records. 
 

 c.  The number of significant gains claimed must be verified.  See CASAS report. 
 

2.  Analytical Review: 
 

a.  Ratio of number of teachers to the instructional hours divided by the number of days 
worked.  Must be reasonable.  See mid-year or final closeout enrollment report. 

 
b.  The number of learners making “significant gains” must be consistent with the number 

of instructional hours generated to that point in the school year.  See mid-year or final 
closeout enrollment report. 

 
c.  The number of significant gains (i.e., approximately 25 percent) must be reasonable 

ratio to the student population for the particular instructional program.  See mid-year 
or final closeout enrollment report. 
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Adjusted Monthly income – total countable income minus verified child support payments paid 
by the parent whose child is receiving CD services.  Except for child support payments paid by 
the parent, monthly income is not adjusted for voluntary or involuntary deductions.  When 
income fluctuations occur, the adjusted monthly income shall be computed by averaging the total 
adjusted income received during the 12 months immediately preceding the month in which the 
application for services is signed or updated. 
 
Adjustment factors – pursuant to Education code Section 8265.5, factors applied to an agency’s 
reported child days of enrollment to reflect the additional expense of serving children who meet 
the specified criteria (infants, toddlers, children with exceptional needs, severely handicapped 
children, children at risk and limited-English-proficient children two years of age through 
Kindergarten). 
 
Administrative costs (for direct service contractors) – costs incurred for administrative 
activities where neither the family, the child nor, if applicable, family child care homes service 
providers directly benefit from the activity. 
 
Approved work activity – An activity contained in the parent’s welfare-to-work plan as 
described and further defined in Welfare and Institutions code Section 11322.6 et seq.  And may 
include: (1) unsubsidized employment; (2) subsidized private sector employment; (3) subsidized 
public sector employment; (4) work experience; (5) on-the-job training; (6) grant-based on-the- 
job training; (7) supported work or transitional employment; (8) work-study; (9) self-
employment; (10) community service; (11) ABE; (12) job skills training directly related to 
employment; (13) vocational education and training; (14) job search and job search assistance; 
(15) education directly related to employment; (16) satisfactory progress in secondary school or 
in a course of study leading to a GED; (17) mental health, substance abuse and domestic 
violence services; or 918) other activities necessary to assist an individual in obtaining 
unsubsidized employment. 
 
Benchmark of significant gain – Priority level of core performance attained by one ABE 
learner measured as (1) a 5-point CASAS scale score gain at post-test for a pre-test score of 210 
or below, or (2) a 3-point gain at post-test for a pre-test score of 211 or higher. 
 
CASAS – Comprehensive Adult Student Assessment System. 
 
Certificate – check or other disbursement that is issued by the contractor directly to a parent 
who may use the certificate only as payment for child care services.  Nothing precludes the use 
of the certificate for sectarian child care services in CCDBG/CCDF funded programs if freely 
chosen by the parent.  A child care certificate is assistance to the parent, not assistance to the 
provider. 
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Certified children – children eligible to be served in child care and development programs 
funded by the California Department of Education. 
 
Certify eligibility – the formal process the contractor goes through to collect information and 
documentation to determine that the family and/or child meets the criteria for receipt of 
subsidized CD services. 
 
Child day of enrollment – a full-time equivalent day of service to an eligible child.  "Full-time" 
is 6 ½ hours for direct service programs.  APPs and FCCH (70/30) are subject to the Regional 
Market Rate Survey ceilings and full-time is 6 hours. 
 
CD fund – the restricted fund used by the contractor to account for contract funds and related net 
reimbursable program costs. 
 
Child protective services – children receiving protective services through the local county 
welfare department as well as children identified by a legal, medical, social service agency or 
emergency shelter as abused, neglected or exploited or at risk or abuse, neglect or exploitation. 
 
Children with exceptional needs – children who have been determined to be eligible for special 
education and related services by an individualized education program team according to the 
special education requirements contained in Part 30 (commencing with Section 56000), and 
meeting eligibility criteria described in Section 56026 and Sections 56333 to 56338, inclusive, 
and Sections 3030 and 3031 of Title 5 of the California Code of Regulations.  These children 
have an active individualized education program, and are receiving appropriate special education 
and services, unless they are under three years of age and permissive special education programs 
are available.  These children may be developmentally disabled, retarded, hard of hearing, deaf, 
speech impaired, visually handicapped, seriously emotionally disturbed, orthopedically impaired, 
other health impaired, deaf-blind, multihandicapped or children with specific learning 
disabilities, who require the special attention of adults in a child care setting. 
 
Children with special needs (in General Fund programs) – infants and toddlers under the age of 
three; limited-English-proficient children; children with exceptional needs; limited-English-
proficient handicapped children and children at risk of abuse, neglect or exploitation. 
 
Children with special needs (in CCDF programs) – children that are limited-English-proficient, 
children with exceptional needs, severely handicapped children or child protective services 
children. 
 
Child's special need – medical or psychiatric need, including exceptional needs, which cannot 
be met without the provision of child care and development services verified by a legally 
qualified professional. 
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Co-payment – any usual and customary provider charges above the allowable rate (1.5 standard 
deviations from the mean market rate for the type of care provided) that are paid by the parent 
directly to the provider. 
 
Commingled child care services – the provision of services to both subsidized and 
nonsubsidized children in the same classroom at the same time. 
 
Declaration – a written statement signed by a parent under penalty of perjury attesting that the 
contents of the statement are true and correct to the best of his or her knowledge. 
 
Depreciation – a cost in the current fiscal year that is based on acquisition costs, less any 
estimated residual value, computed on a straight-line method (based on the normal, estimated 
useful life expectancy of the asset).  Depreciation cannot be claimed on land, donated assets or 
assets purchased with public funds (see use allowance). 
 
Disallowed costs – costs that have been incurred but are not reimbursable because they are not 
reasonable and/or necessary for the performance of the contract. 
 
Earned – for APPs, net reimbursable program costs of which at least 75 percent must be 
payments for direct services, no more than 25 percent may be for support services and 
administrative costs together, and no more than 15 percent may be for administrative costs alone.  
Pursuant to the 1999 Budget Act, administration and support costs in CalWORKs programs 
cannot exceed 25 percent of direct payments to providers (20 percent of net reimbursable 
program costs). 
 
Family fee – the fee determined from the fee schedule prepared and issued by the CDD.  The fee 
is determined based upon the family's adjusted monthly income and family size.  The fee is 
assessed and collected based which child in the family is enrolled for the longest period.  Fees 
collected must be pro-rated if the family is served in both Federal and State funded programs. 
 
Family size – determined by the number of adults and children related by blood, marriage, or 
adoption who comprise the household in which the child is living.  When an adult living in the 
household is neither the parent of the child nor the spouse of the parent, the adult and the adult's 
children, if any, are excluded from the calculation of family size when such an exclusion is to the 
advantage of the family.  When a child is living with adult(s) other than a natural or adoptive 
parent, the child is considered a family of one.  In such instances, a need criterion must be met by 
the caretaker of the child. 
 
Former CalWORKs recipient – an individual who received cash aid under AFDC or 
CalWORKs in the 24 months before applying for CalWORKs child care and needs to continue 
employment or fulfill a county-approved program activity. 



Full signature – legal signature of the individual (e.g., signature normally used on checks and 
other documents).  If the individual is not literate in written English, the individual may sign with 
an "X" which must be initialed by the contractor's authorized representative. 
 
Full-cost families/children – families and children receiving child care and development 
services not funded by the CDE. 
 
Indirect cost – an expense that cannot be readily assigned to one specific program or one 
specific line item within a program. 
 
Legally qualified professional – a person licensed under applicable laws and regulations of the 
State to perform legal, medical, health, or social services for the general public. 
 
Maximum reimbursable amount – the total dollar amount of a contract (the maximum an 
agency can receive from the State). 
 
Minimum days of operation – number of days an agency must provide services to subsidized 
children (or, for APPs, the office is open) as specified on the contract face sheet.  If the 
contractor fails to provide at least 98 percent of the MDO, the MRA will be reduced 
proportionately. 
 
Net reimbursable program costs – the portion of the actual and allowable net costs, which are 
incurred in the provision of child care and development services for subsidized children. 
 
Nonreimbursable costs – costs that are not reimbursable under the child care and development 
contract including contributions, entertainment, fines, idle facilities, fund raising, public relations 
consultant fees, income taxes, bonuses unless part of a collective bargaining agreement and most 
consumer interest. 
 
Nonsubsidized families/children – families and children receiving child care and development 
services not funded by the CDE. 
 
Parent – any person living with a child who has responsibility for the care and welfare of the 
child. 
 
Parental incapacity – the ability of the child's parent(s) to provide normal care for the child is 
significantly limited. 
 
Reasonable and necessary costs – expenditures that, in nature and amount, do not exceed what 
an ordinarily prudent person would incur in the conduct of a competitive business. 
 
Regional market rate survey – an annual survey of what providers charge for various types of 
child care, conducted by the California Child Care Resource and Referral Network.  Programs 
are allowed to reimburse providers up to 1.5 standard deviations from the mean cost of care for 
the type of care provided. 
 



Registration – a 28-day limited payment authorization for license-exempt providers consisting 
of providing the contractor with name and address, date of birth, social security number, amount 
of service to provided, and rates to be charged.  To continue authorization, providers (except for 
grandparents, aunts and uncles) must also complete a health and safety self-certification and the 
Trustline application process within 14 calendar days of the first day of service. 
 
Restricted income – income that may only be expended for specific limited purposes. 
 
Quality assurance – activities including services to parents and providers such as lending 
libraries, resource libraries, training of parents and providers and monitoring of program quality 
requirements (Family Child Care Homes under RMR Survey ceilings only). 
 
Sectarian organization/sectarian child care – care provided by any organization or provider 
that engages in religious conduct or activity or that seeks to maintain a religious identity in some 
or all of its functions. 
 
Severely handicapped children – children who require instruction and training in programs 
serving pupils with the following profound disabilities: autism, blindness, deafness, severe 
orthopedic impairments, serious emotional disturbance or severe mental retardation.  These 
children may be assessed by public school special education staff, regional center staff or another 
appropriately licensed clinical professional. 
 
Social service agency – an agency, which, in the course of day-to-day business, provides 
personal counseling, personal or group therapy using personnel properly, certified or license 
under California law.  Examples of such agencies include county human and social services 
departments, county mental health departments, Family Service Association of America and 
Children's Home Society. 
 
Start-up allowance – reimbursement of up to 15 percent of a new or expansion contract amount 
for certain costs incurred as described in Education Code Section 8275 for providing services to 
additional children.  The start-up allowance is a service level exemption and not additional 
dollars. 
 
State median income – the most recent median income for California families as determined by 
the State Department of Finance. 
 
Subsidized care – services to eligible children funded by child care and development contracts 
with the California Department of Education. 
 
TOP Spro – Teaching of Programs and Students software. 
 
Total countable income – income that does not include the following: (1) earnings of a child 
under the age of 18; (2) loans, grants and scholarships obtained under conditions that preclude 
their use for current living costs; (3) grants or loans to students for educational purposes; made or 
insured by a State or Federal agency; (4) allowances received for uniforms or other work-
required clothing, food and shelter; (5) business expenses for self-employed family members and 



(6) income of a recipient of Federal supplemental security income benefits pursuant to Title XVI 
of the Federal Social Security Act (42 USC Sec. 1381 et seq.) And State supplemental program 
benefits pursuant to Title XVI of the Federal Social Security Act and Chapter 3 (commencing 
with Section 12000) of part 3 of Division 9 of the Welfare and Institutions Code. 
 
Total expenditures – all costs for the provision of subsidized services under the contract and 
any nonsubsidized services that are provided in commingled classrooms. 
 
Trust Line – a registry established by the Department of Justice of license-exempt providers of 
child care and development services upon determination that the provider has no reported 
criminal convictions or substantiated cases of child abuse. 
 
Use allowance – an alternate method for claiming the use of the contractor's assets as a cost 
when depreciation methods are not used.  A use allowance cannot be claimed on land or assets 
purchased with contract funds or on assets for which depreciation has been claimed.  Use 
allowance for buildings and improvements is computed at an annual rate not to exceed 2 percent 
of acquisition costs; for equipment it is computed at an annual rate not to exceed 6-2/3 percent of 
acquisition costs. 
 
Work activity – an activity as described under the definition of “approved work activity” 
without necessarily being a part of a county-approved welfare-to-work plan. 
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GENERAL  INFORMATION            501 
 
Education Code Section 8448 requires an annual single independent financial and compliance audit of 
organizations that contract with the state under a direct service contract.  For-profit contractors are included in 
these organizations, and include the following types: 
 
1. Sole Proprietors; 
2. Partnerships; 
3. Limited Liability Partnerships (LLP); 
4. Corporations; and 
5. S-Corporations; and 
6. Limited Liability Corporations (LLC) 
 
In most cases, for-profit contractors are not required to follow the Single Audit, applicable OMB Circulars, 
and FASB Statements No. 116 and No.117 for non-profits.  The method and basis of accounting and the 
financial statement presentation for for-profits may differ from that of non-profits.    
 
Sole Proprietor 
 
Personal Financial Statements: 
 
 Assets, Liabilities and Proprietor's Capital 

- Valuation of assets and liabilities is at the estimated and/or fair market value contrary to    
GAAP at cost.  

 
 Statement of Receipts and Disbursements (cash basis), or 
 Income Statement (accrual basis) 
 
A “direct service contract” means any contract with any public or private entity for child care, nutrition and 
development programs, resource and referral programs, and programs contracting to provide support services. 
 Audits carried out pursuant to this statute shall be audits of the contractor rather than audits of individual 
contracts or programs.  In the case of any contractor that receives less than twenty-five thousand dollars per 
year from any state agency, the audit required by this section shall be conducted biennially, unless there is 
evidence of fraud or other violation of state law in connection with the direct service contract.  The audit shall 
be completed by the 15th day of the fifth month following the end of the contractor’s fiscal year.     
 
The Child Development Division, the Nutrition Services Division, and the Adult Basic Education (ABE) Unit 
of the California Department of Education disburse public funds to private not-for-profit, private for-profit 
and public agencies to provide quality services for children and adults.  Staff from these Divisions is 
responsible for administration of the programs.  
 
The Audits and Investigations Division of the California Department of Education is responsible for 
reviewing audits of agencies that provide services under contract with the California Department of Education 
and for conducting independent audits and investigations.  
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Agencies contracting with a state agency to administer public monies have a responsibility to render a full 
accounting of their financial activities.  This accounting should identify not only the objectives for which the 
public resources have been applied but also the manner and effect of their application. Therefore, agencies 
utilizing public funds must have adequate accounting systems and must arrange for an annual financial audit. 
Child development and adult basic education programs administered by county welfare departments and 
community colleges must adhere to the requirements of this audit guide. 
 

APPLICABILITY OF SINGLE AUDIT REQUIREMENTS        503 
 
Under OMB Circular A-133, a for-profit contractor may be a recipient, a subrecipient, and a vendor. 
Specifically, Section 210, Subrecipients and vendor determinations, of OMB-Circular A-133 states that 
federal awards expended as a recipient or a subrecipient would be subject to single audit requirements 
based on the characteristics contained the five (5) criteria in each of (b) Federal Award and (c) Payment 
for Goods and Services. 
 
However, there may be "gray areas" in making the determination of whether or not the contractor falls 
into the category of recipient/subrecipient or vendor based on circumstances or exceptions to the listed 
characteristics. 
 
In part (d) Use of Judgment in Making Determination of Section 210 above, the substance of the 
relationship is more important than the form of the contract or agreement.  The final decision is made 
based on the terms of the service contract and/or agreement.  The decision is made about whether the 
terms "quantitatively" or "qualitatively" affect the children and adults. If the terms "qualitatively" affect 
the children and adults, then the decision is made that the for-profit contractor subrecipient must follow 
the Single Audit requirements.  
 

ESTABLISHMENT OF SINGLE AUDIT REQUIREMENTS        505 
 
Part (e) For-profit subrecipient of Section 210 above, states that the pass-through entity, namely CDE, is 
responsible for establishing the necessary contract compliance requirements and audit monitoring 
responsibilities.  Methods to ensure compliance with Federal awards include the following: 
 

1. Pre-award audits; 
2. Monitoring during the audit; and 
3. Post-award audits. 
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GENERAL INFORMATION  601  
 
The California Department of Education (CDE) disburses public funds to both public and 
private agencies to provide Child Development Programs (CDP), Nutrition Programs 
(NP), and Adult Basic Education Programs (ABE).  Agencies contracting with a state 
agency to administer public monies have a responsibility to render a full accounting of 
their financial activities. Although not always an explicit legislative requirement, such 
accounting is implied when an agency contracts for public funds.  This reporting should 
identify not only the objectives for which the public resources have been applied but also 
the manner and effect of their application.  Therefore, agencies utilizing public funds 
must have adequate accounting systems and must arrange for an annual financial audit. 
 
AUDIT REQUIREMENT  605  
Section 8200 et seq, Section 8500 et seq, CA Education Code 
7CFR225, 7CFR226 
 
Agencies that contract for CDP's, NP's, and ABE's must submit an annual audit report.  
Audits of CDP's, NP's, and ABE's administered by local governments and higher 
educational institutions must be performed by an individual with the qualifications 
described in Section 210 of the Guide. 
 
Audits are required in order to verify that agencies maintained accounting and 
management systems and related internal controls sufficient to ensure that program funds 
were controlled and expended in compliance with program laws, regulations, and 
contract provisions during the period examined. 
 
This guidance supplements audit procedures necessary to perform an examination in 
accordance with generally accepted auditing standards.  This is not a complete manual of 
procedures, nor does it supplant the auditor's judgment.  These audit procedures do not 
cover all circumstances encountered in the audit of agencies, and the auditor must use 
professional judgment in meeting conditions not covered by the Guide. 
 
The types of audits prescripted and the criteria for each are described in Section 270 of 
the Guide.  Of particular note to local governments and institutions of higher learning: 
 

1. Audited Statements of Claim are no longer sufficient as sole reporting documents 
for county welfare departments. 

 
2. Audit of a Component Unit of an Organization  

 
3. Reconciliation of Contractor or Component Unit Audits to Entity’s Audit Report 
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4. Program-Specific Audits 
 

5. Government Accounting Standards Board (GASB) Statement 34 Implementation 
 

6. GASB Statement 35 Issuance 
 
AUDITED STATEMENTS OF CLAIM 610  
 
Audited Statements of Claim are no longer sufficient as the sole reporting documents for 
county welfare departments.  This Guide supersedes the Audit Guide for Auditors of 
Child Development Programs Administered by County Welfare Departments, issued by 
CDE for fiscal year 1989-90.  The Guide now requires the rendering of an auditor’s 
opinion on the financial statements and supplementary information covering the CDP’s 
(and on the Single Audit, if applicable).  See SECTION 605(2) and SECTION 271(4). 
 
AUDIT OF A COMPONENT UNIT OF AN ORGANIZATION 615  
 
Definition of a Component Unit: 
 

Component units are legally separate organizations for which the elected 
officials of the primary government are financially accountable.  In 
addition, component units can be other organizations for which the nature 
and significance of their relationship with the primary government are 
such that exclusion would cause the reporting entity’s financial statements 
to be misleading or incomplete. [GASB 14, ¶12 and ¶20] 

 
As noted in Section 270, the agency (contractor) is required to submit an audit of the 
financial statements of the entire organization providing child care services, in addition to 
the audits of individual CDD contracts or programs.  This is required when the 
contractor’s CDP funding, NSD or ABE federal funding expended is between $25,000 
and $300,000. 
 
Contractors may elect to use one audit firm (component unit auditor) to audit the unit that  
receives, encumbers and spends CDE funds and operates CDE programs, and another 
firm (entity auditor) for the audit of the entire organization.   In this situation, the entity 
audit will encompass the financial statements and supplementary information for all 
component units.  The component unit auditor will, in addition to auditing the financial 
statements for the component unit, be responsible for testing and auditing the 
supplementary schedules and disclosures required by CDE.  If the contractor elects to 
have an audit of the component unit that manages CDE programs, it is still required to 
submit the audited financial statements and supplementary information of the entire 
organization.  See SECTION 230 for reporting deadlines.  If a component unit audit is 



LOCAL GOVERNMENT ENTITIES & HIGHER EDUCATIONAL 
INSTITUTIONS 

 
AUDIT REPORTING REQUIREMENTS 

 
 
 

performed, only the costs of that audit can be charged to the CDE programs.  The costs of 
the entity audit cannot also be allocated to CDP’s. 
 
If a governmental or not-for-profit agency’s CDP, NSD, or ABE federal funding exceeds 
$300,000, a Single Audit performed in accordance with OMB Circular A-133 is required.  
Section .500(a) of OMB A-133 also allows for the audit of a component unit of an 
organization, provided that the component unit audits encompass the financial statements 
and schedule of expenditures of Federal awards for each such unit.  The financial 
statements and schedule of expenditures of Federal awards must be for the same fiscal 
year.   
 
See APPENDIX A3.1 - example audited financial statements and supplementary 
information for a local government entity’s Child Development Fund and component 
unit. 

 
RECONCILIATION 620 

 
There are certain situations under which an auditee is required to submit a financial 
statement reconciliation.  Local governments and institutions of higher learning typically 
fall within this requirement.  Common examples are when: a) an audit of the component 
unit operating CDE programs is submitted and the component unit’s financial 
information is not distinct within the entity’s audited statements; and b) a contractor audit 
is submitted, but the organization has a fiscal year end (FYE) other than June 30.  

 
1. As noted in section 615 above, organizations electing to have an audit of the 

component unit that manages CDE programs are required to submit, in addition to 
the audited statements of the component unit, the audited financial statements and 
supplementary information of the entire organization.  The supplementary 
information in the entity audit will generally include a combining statement of the 
component units within each fund type.  If the component unit with CDE 
programs is shown separately in this schedule, it will not be necessary to prepare 
a reconciliation.  See Appendix A3.4 through A3.7– supplementary information 
from local government entity audit, including example component unit.  

 
If the component unit’s financial position and results of operations are not readily 
discernible from the other component units’ in the entity’s audited financial 
statements, the organization is required to submit a reconciliation of the two 
audited financial statements.  
 

2. Organizations with FYEs other than June 30 that submit contractor’s audits are 
required to include a reconciliation schedule.  This schedule should reconcile the 
financial statements in the child care program audit to those of the entity’s Single 
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Audit, CAFR, Annual Report, or For-Profit Audit (see SECTION 271, and 
Example of Reconciliation of Single Audit, CAFR, Annual Report, and For-
Profit Audit to Child Care Program Audit, Schedule C). 

 
City, county, and other governmental contractors must submit the entity’s Single Audit 
report (if subject to OMB Circular A-133) and the reports on internal controls and on 
program compliance. 
 
PROGRAM-SPECIFIC AUDITS 625 
 
As noted in SECTION 270(4), program (grant/contract) specific audits are not allowable 
for CDP’s.  For NPs and ABEs with only one federal program, the audit guides 
pertaining to those programs should be followed.   
 
Frequently, the FYE of a program-specific audit (or a direct service contract), and the 
Single Audit’s FYE date are different.  The time period between the two FYE's, is a “stub 
period.”  SECTIONS 272 and 320, subpart B of this Guide discuss the treatment of 
stub periods for CDE programs.  
 
GASB STATEMENT 34  630 
(applicable to state and local governments) 
 
Statement 34 – Basic Financial Statements and Management’s Discussion and Analysis – 
for State and Local Governments, establishes new financial reporting requirements for 
governmental entities.  Implementation will involve a virtual restructuring of 
governmental financial reporting.  The earliest effective date for GASB 34 begins with 
reports having a FYE of June 30, 2002 (some governments have up to two years after that 
date to implement it).  However, because of the magnitude of changes that will be 
required, entities should begin planning for implementation.  
 
GASB 34 is effective in phases based on the government entity’s total revenues in the 
first fiscal year ending after June 15, 1999: 
 

  Revenues in 1st FY  
Ending after 6/15/99     Periods Beginning After 

  
 Total annual revenues > $100 million    6/15/01 
 Total annual revenues > $10 million and < $100 million  6/15/02 
 Total annual revenues < $10 million    6/15/03 
 
Earlier application is encouraged. 
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GASB STATEMENT 35 635 
(Applicable to Public Colleges and Universities) 
 
During 1999, the GASB discontinued development of a separate reporting model for 
public colleges and universities.  These entities will follow the requirements of the new 
reporting model for state and local governments.  GASB Statement 35, Basic Financial 
Statements – and Management’s Discussion and Analysis – for Public Colleges and 
Universities amends GASB 34, thereby including public colleges and universities in the 
scope of that standard.  (Private colleges and universities will continue to follow FASB 
guidance). 
 
Implementation dates for public institutions of higher learning will depend on the 
institutions’ total annual revenues in the first fiscal year ending after June 15, 1999.  
College and universities that are a component unit of a state or local government will 
implement the requirements of GASB 35 no later than the same year as their primary 
government, regardless of the amount of each component unit’s revenues. 
 
AUDIT REPORT SUBMISSION 640 
 
Audit report submission deadlines and instructions are listed in SECTION 230 of this 
Guide.  The audit, after review and any revision by the Department of Education's Audits 
and Investigations Division, shall be the final accounting of any amount payable to or 
receivable from the agency pursuant to the CDP, CNP or ABE contract. 
 
Local governments and institutions of higher learning should be aware that component 
unit audits are due on the 15th day of the fifth month after the component unit’s year-end.  
However, the entity’s Single Audit is due to CDE no later than nine months after the end 
of the audit period unless a longer period is agreed to by the cognizant agency. 
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PRELIMINARY PROCEDURES 645 
 
1. Determining the Entity Type 
 
Certain financial accounting and auditing guidance are only applicable to particular 
entities.  The line between entity types can become blurred when working with 
governmental and higher educational institutions.  Some distinctions are provided in 
paragraph 1.03 of the AICPA Audit and Accounting Guide Not-for-Profit Organizations 
(with conforming changes as of May 1, 1999): 
 

Public corporations and bodies corporate and politic are governmental 
organizations.  Other organizations are governmental organizations if they have 
one or more of the following characteristics: 
 

a. Popular election of officers or appointment (or approval) of a controlling 
majority of the members of the organization’s governing body by officials 
of one or more state or local governments; 

 
b. The potential for unilateral dissolution by a government with the net assets 

reverting to a government; or 
 

c. The power to enact and enforce a tax levy. 
 

Furthermore, organizations are presumed to be governmental if they have the 
ability to issue directly (rather than through a state or municipal authority) debt 
that pays interest exempt from federal taxation.  However, organizations 
possessing only that ability (to issue tax-exempt debt) and none of the other 
governmental characteristics may rebut the presumption that they are 
governmental if their determination is supported by compelling, relevant 
evidence. 
 

It is important to determine the type of entity that will be audited before your engagement 
begins, so that the proper audit and reporting guidance is followed. 
 
2. Identifying the Client 
 
The governing boards in local governments and institutions of higher learning will likely 
be much further removed from the daily operations of the CDP’s, NPs and ABEs than 
their counterparts in other not-for-profit or nongovernmental agencies.  This distance 
aside, the board of supervisors (or city council or board of trustees) is the management 
body to whom reports and issues will be addressed. 
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AUDIT TESTING REQUIREMENTS   650 
California Education Code section 8200 et seq. 
California Code of Regulations, Title 5, section 18000 et seq. 
 
Audits of CDP’s, NPs and ABEs must be performed in accordance with generally 
accepted auditing standards, the standards applicable to the type of entity and award, and 
the instructions contained in this Guide.  Although the financial reporting requirements 
for local government entities and higher educational institutions differ from those of other 
contractors, the general and specific audit requirements for the programs are similar.  
Auditors of government entities and educational institutions should refer to SECTIONS 
300, 400 and 700: Single Audit Requirements; CDP and ABE Program General and 
Specific Audit Requirements; and Nutrition Programs Audit Reporting, respectively) for 
the audit testing particular to the entities’ awards.  Auditing issues specific to local 
government entities and higher educational institutions are discussed below. 
 
ENCUMBRANCES AND CONTINGENCIES 655 
 
The testing of expenses should include a review of encumbrances and contingencies.  
Although these adjustments represent proper accounting treatment for government 
entities and higher educational institutions, they cannot be charged as expenses to CDP’s, 
NPs and ABEs.  SECTION 430 of the Guide describes audit procedures to determine 
whether encumbrances or contingencies have been charged to expenses. 
 
CALWORKS PROGRAMS 660 
 
The CalWORKs programs have unique characteristics and requirements.  SECTION 422 
of the Guide describes audit objectives and verification procedures for auditors of these 
contracts.    
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MAINTENANCE OF EFFORT REQUIREMENT  670 
 (applicable to County Welfare Departments only)  
CA Education Code, 1998 ed. 
 

I. OBJECTIVE 
 
The allocation of state funds for child care services within a county are subject to the 
Maintenance of Effort requirements of Education Code Sections 8279 and 8279.1. 
 
Section 8279 states that each county shall, as a minimum, maintain the level of 
expenditure for child development services provided by the county during the 1970-71 
fiscal year.  These funds shall be used exclusively for child development programs and 
shall be considered unrestricted funds unless restricted by the county granting the funds. 

 
Section 8279.1 states that: 
 

 (a) The Legislature recognizes that child care programs have made valuable contributions 
towards ensuring that public assistance recipients will be able to accept and maintain 
employment or employment-related training.  Therefore, it is the intent of the Legislature 
that the State Superintendent of Public Instruction ensures that counties comply with the 
requirements of section 8279. 

 
(b) The State Superintendent of Pub1ic Instruction shall ensure each county's compliance 
with section 8279 by doing all of the following: 

 
The State Superintendent of Public Instruction shall not issue funds to a 
local child care contractor within a county until the Superintendent of 
Public Instruction has received written certification from that county that 
the level of expenditure for child care services provided by the county 
has been maintained at the 1970-71 fiscal year level pursuant to section 
8279.  Funding provided by a county to a local child care contractor shall 
not adversely affect the reimbursement received by the agency from the 
State Superintendent of Public Instruction pursuant to Section 8265, 
8265.5, 8266, or 8266.5. 

 
II. GENERAL AUDIT PROCEDURES 

 
Verify that the county has maintained child development service expenditures at a level 
at least equal to that of the 1970-71 fiscal year. 
 
See SECTION 491, Special Audit Instructions, for discussion regarding the two 
distinct types of MOE contracts. 



 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

SECTION  700 
 

NUTRITION PROGRAMS  
 

AUDIT REPORTING REQUIREMENTS   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
  



 
 
 
 
LEGISLATIVE HISTORY AND PURPOSE       701 
 
I. CHILD AND ADULT CARE FOOD PROGRAM (CACFP): 
 
 The earliest Federal meal assistance program for pre-school children in day care was the  
 Special Food Service Program for Children (SPSPFC) year-round component, established  
 by Public Law 90-302 in 1968.  Authorized initially as a three-year pilot program, it  
 provided reimbursement specifically limited to meals served in day care centers,  
 settlement houses, and recreation centers that provided child care services in areas with  
 high concentrations of working mothers and where poor economic conditions existed.  
 Congress reaffirmed support for this limited assistance in 1972, when Public Law 92-433 
 Extended SFSPFC authorization through Fiscal Year 1995. 
 
 In November 1975, Public Law 94-105 added a new Section 17 to the National School  
 Lunch Act, establishing and authorizing, for three years, the separate Child Care Food  
 Program (CCFP), and mandating a number of significant changes, as follows: 
  

! for the first time, child care facilities were required to meet certain licensing or approval 
standards to participate; 

! eligibility was extended to any public or private nonprofit organization providing 
nonresidential child care services, regardless of location - specifically including Head Start 
programs, family and group day care homes, and sponsoring organizations, and sponsoring 
organizations; and 

! application procedures and reimbursement formulas for both centers and homes were patterned 
after the National School Program's free and reduced price eligibility requirements, based on 
the household size and income of each enrolled child.  

   
 Public Law 100-435 in 1978 provided for an additional  reimbursable meal or snack for  
 children in attendance at child care centers for eight or more hours per day.   
  
 In 1981 Public Law 97-35 reduced the eligibility age from 18 to 12 years, except for  
 migrant workers' children who can participate through age 15, and disabled persons  
 attending eligible facilities.  It also set a limit on the maximum number of reimbursable  
 meals at two meals and one supplement (snack) per child per day, which was later  
 clarified by policy issuance, to alternately allow a maximum of one meal and two snacks  
 per day.  A 1982 provision of Public Law 97-370 specified that reimbursement claims  
 must be submitted to the administering agency within 60 days following the claiming  
 month to be eligible for payment. 
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I. CHILD AND ADULT CARE FOOD PROGRAM (CACFP): 
 

The CACFP is authorized in Section 17 of the National School Lunch Act (42 U.S.C. 1766), as 
amended. Program regulations are issued by the USDA and codified at 7CFR part 226. 

 
 Public Law 101-147 in November 1989 authorized administering agencies  to take center  
 and sponsor renewal applications and agreements on an every-other-year basis, and  
 changed the name of the CCFP to the Child and Adult Care Food Program (CACFP).  In  
 1994, Public Law 103-448further amended the renewal application process to allow  
 centers and sponsors, at the discretion of  the State agency (Nutrition Services Division),  
 to reapply at 3 year intervals.  This law contains several other provisions, including  
 categorical eligibility for certain Head Start and Even Start program enrollees.  
 

The United States Department of Agriculture (USDA) issued Interim Regulations to incorporate 
the provisions of Public Law 104-193, The Personal Responsibility and Work Opportunity 
Reconciliation Act of 1996 that was signed into law on August 22, 1996.  The regulations 
established a two-tiered reimbursement rate structure for day care homes  under this structure, the 
level of reimbursement for meals served to children enrolled in day care homes has a tiered rate of 
reimbursement determined by economic need based on: 
 
! the location of the home 
! the income of the day care provider 
! the individual income of children's household 
 

 Congress enacted Public Law 95-627 in 1998 due to the increasing awareness that certain  
 licensing, paperwork, and record-keeping requirements were restricting or discouraging  
 CACFP participation by day care homes; that major differences existed between the  
 needs and operating methods of day care homes and child care centers; and that the  
 responsibilities of administering agencies and sponsoring organizations needed to be  
 more precisely defined.  These concerns were addressed, and several new provisions  
 including the availability of advance payments on request to participating centers and 
 sponsoring organizations; a broader definition of "children" to include outside-school- 
 hours care centers were added to Section 17.  Also, the CACFP was permanently  
 authorized by this law. 
 
 All sponsored centers or day care home providers must be approved for participation by  
 the Nutrition Services Division (NSD).  Agencies can have more than one type of  
 agreement with the NSD.  
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II. SCHOOL NUTRITION PROGRAM (SNP): 
 

The objectives of the child nutrition program cluster programs are to: (1) assist CDE's Nutrition 
Services Division(NSD) in administering food services that provide healthful, nutritious meals to 
eligible children in public and non-profit private schools, residential child care institutions, and 
summer recreation programs; and (2) encourage the domestic consumption of nutritious 
agricultural commodities. 
 
At the Federal level, the Food and Nutrition Service (FNS) of the U.S. Department of Agriculture 
(USDA) administer these programs.  FNS generally administers these programs through grants to 
CDE's NSD.  NSD, in turn, enters into agreements with School Food Authorities(SFA's) and other 
subrecipient organizations for local level program operation and the delivery of program benefits 
and services to eligible children. 
 
The School Nutrition Program (SNP) cluster consists of the following four programs: 
 
 1.  School Breakfast Program (SBP)    CFDA 10.553  
 2.  National School Lunch (NSLP)    CFDA 10.555 

3. Special Milk Program for Children(SMP)  CFDA 10.556 
4. Summer Food Service Program for Children(SFSPC) CFDA 10.559 

 
The programs included in this cluster are authorized by the National School Lunch Act(NSLA) (42 
USC 1751 et. seq.) and the Child Nutrition Act(CAN)(42 USC 1771 et. seq.).  The implementing 
guidance for each program is included in parts of 7CFR as indicated:  National School Lunch 
Program(NSLP), part 210; School Breakfast Program (SBP), part 220; Special Milk Program for 
Children (SMP), part 215; and, Summer Food Service Program for Children (SFSPC), part 225. 
 

 Refer to APPENDIX D for the audit compliance requirements for each program.   
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III.  SUMMER FOOD SERVICE PROGRAM FOR CHILDREN (SFSPC): 
 

Public Law 90-302, enacted May 8, 1968, established the Special Feed Service Program of the 
forerunners of both the Child and Adult Care Food Program (CACFP) and the Summer Food 
Service Program for Children (SFSPC).  The SFSPC was created in response to the growing 
national awareness of children's need for nutrition and the increasing number of working mothers. 
 The SFSPC and CACFP, which were developed from the SFSPC, are part of Nutrition Services 
Division's system of nutrition programs for children, which include the Supplemental Food 
Program, the National School Lunch Program, the School Breakfast Program, and the Special 
Milk Program. 
 
Congress developed the summer feeding component of the SFSPC (Program) in order to provide 
Federal grants for meals served to needy children during the summer months when school was not 
in session.  The Program was geared to school-age children, in areas where there was a high 
concentration of working mothers and where poor economic conditions existed.  The institutions 
eligible to participate included city government organizations, community action agencies, 
churches, day camps, and institutions providing day care programs for the handicapped. 
 
Public Law 94-105, enacted in November 1975, mandated a number of significant Program 
changes.  Program eligibility was extended to include residential summer camps.  Institutions and 
residential summer camps had to conduct a regularly scheduled program for children at site 
locations where organized recreational activities or food service were provided.  These institutions 
and camps had to provide a service in areas where at least one-third of the children qualified for 
free or reduced price school meals.  They also had to acquire their  meals whenever feasible from 
existing school food service facilities.  However, they no longer had to serve areas with a high 
concentration of working mothers in order to qualify for the Program.  For sponsoring 
organizations, start-up payments were provided to defray the cost of Program planning and 
organizing, and advance payments were provided to improve cash flow. 

 
 On August 13, 1981, Public Law 97-35, the Omnibus Budget Reconciliation Act of 1981, 
  was enacted.  This legislation limited the types of organizations eligible to sponsor the  
 SFSPC (only public entities and camps); changed eligibility criteria based on income,  
 changed eligibility criteria for areas of economic need (50 percent of the children in the  
 area must qualify for free or reduced price meals); limited the ability of NSD to 
 administer the Program previously administered by State agencies; affected claims  
 settlement; eliminated dual participation in the SFSPC and the Special Milk Program; and 
  changed the free meal policy procedures at enrolled sites. 
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III. SUMMER FOOD SERVICE PROGRAM FOR CHILDREN (SFSPC): 
 
 Public Law 97-370, enacted December 18, 1982, established that only final 
 reimbursement claims for service of meals and supplements submitted to State agencies 
  by eligible summer camps and service  institutions within sixty days following the 
  claiming month are eligible for reimbursement. 
 
 Public Law 99-500 and 99-591 made several changes in the SFSPC.  These changes 
  include (1) authority for sponsors which are school food authorities to use facilities, 
  equipment and personnel in support of a nonprofit nutrition program for the elderly, and  
 (2) automatic (or "categorical") free meal eligibility  to children from households 
  receiving  food stamps or Aid to Families with Dependent Children. 
 
 Public Law 100-435, Hunger Prevention Act of 1988, was enacted on September 19, 

1988. This legislation expanded the definition of eligible SFSPC sponsors to include 
 public and private colleges and universities which are participating in the National Youth Sports 
Program (NYSP).  Prior to the enactment of this provision, only public colleges and universities 
in the NYSP were eligible to participate because they qualified as a unit of the State or local 
government. 
 
Public Law 101-147, the Child Nutrition and WIC Authorization Act of 1989, was enacted 
November 10, 1989. It included several significant provisions affecting the SFSPC.  The most 
significant of these provisions was that making private nonprofit organizations (other than those 
currently eligible under the law) eligible to participate in the Program under a number of specific 
conditions. 
 
Public law 103-444, the Healthy Meals for Healthy Americans Act of 1994, amends a number of 
provisions in Section 13 of the National School Lunch Act (NSLA).  These amendments affect 
the participation of private nonprofit organizations (PNO) sponsors in the SFSPC, reduce 
reporting requirements for State agencies, allow the SFSPC to be operated at non-school sites 
during the months of October through April when school is closed to unusual circumstances, and 
provide start-up and expansion grants for SFSPC sponsors.    

 
 Refer to APPENDIX D for the audit compliance requirements.   
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IV.  FOOD DISTRIBUTION: 
 
Under 7CFR Part 250 (Food Distribution), USDA makes donated agricultural commodities available for  
use in the operation of all child nutrition programs except the SMP.  FNS enters into agreements with  
CDE's Food Distribution unit of the NSD for the distribution of USDA donated food commodities.   The 
 Food Distribution unit, in turn, enters into agreements with local program operators which are defined 
 collectively as "recipient agencies".  The Food Distribution unit may engage a commercial food 

processor  
to use the commodities in the manufacture of food products, and then deliver such manufactured products  
to recipient agencies.  
 
NSD earn commodity assistance based on the number of program meals served in schools participating in  
the NSLP and for certain sponsors participating in the SFSPC.  NSD's level of commodity assistance is  
the product of the number of meals served in the preceding year multiplied by the national average  
payment for donated foods. 
 
Refer to APPENDIX D for the audit compliance requirements.   
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I.  CHILD AND ADULT CARE FOOD PROGRAM (CACFP) 
 

Reimbursement may be available for a portion of the costs associated with a sponsor’s  
CACFP audit from the California Department of Education (CDE).  The amount of audit cost  
reimbursement an institution can receive is dependent on the amount of funds available to  
the CDE. 

 
Reimbursement will be allowable only if the audit submitted tested CACFP funds in  
accordance with the OMB’s Compliance Supplement for Audits of States, Local Governments, and  
Non-Profit Organizations, Section 10.558; and presents the appropriate schedules. 

 
Audit cost reimbursement for institutions submitting a Single Audit( formerly known as Organization  
Wide Audit (OWA)) to the CDE will be paid when the following conditions are met: 

 
1. The appropriate Annual Audit Status Certification  (AASC) form is on file with the Audits and 

Investigations Division (A&I). 
 

2. The Single Audit includes the required schedules and has been accepted by the A&I. 
 

3. The CPA’s itemized invoice listing the cost by each fund audited has been submitted to the 
A&I. 

 
4. All outstanding child nutrition accounts receivable has been paid.    

 
Audit cost reimbursement for institutions submitting a Program Specific Audit (PSA) to the  
CDE will be paid when the following conditions are met: 

 
1. The appropriate Annual Audit Status Certification (AASC) form is on file with the A&I. 
 
2. The PSA has been accepted by the A&I. 

 
3. The CPA’s itemized invoice has been submitted to the A&I. 

 
4. All outstanding child nutrition accounts receivable have been paid. 

 
The maximum amount of reimbursement shall be calculated as follows: 

 
   CACFP Portion of FFA    X Federal Audit Cost 

Total Federal Financial Assistance(FFA) 
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II. SCHOOL NUTRITION PROGRAM (SNP): 
 

No provision is available for audit cost reimbursement. 
 
 
III.  SUMMER FOOD SERVICE PROGRAM FOR CHILDREN (SFSPC): 
 

No provision is available for audit cost reimbursement. 
 
 
IV.  FOOD DISTRIBUTION: 
 

No provision is available for audit cost reimbursement. 
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I.   CHILD AND ADULT CARE FOOD PROGRAM (CACFP) 
 

The CACFP encompasses eight types of sponsors who administers nutrition funds, as follows: 
        Agreement Number 

Type of Sponsor:          Ending Prefix:    
 
 1.  Centers       A 
 2.  Outside School Hour Care Center    C 
 3.  Day Care Homes      F 
 4.  Homeless / Emergency Shelter    H 
 5.  Head Start        J 
 6.  At-Risk Outside-School-Hour    K 
 7.  Sponsor of Independent Centers (SOIC)   M 
 8.  Adult Day Care Center     N 
 

Although each type of sponsor operates under the CACFP guidelines, each has unique meal 
reimbursement claiming methods and reporting requirements. 

 
 A.  CHILD DAY CARE CENTER SPONSOR: 
 

An organization that owns and operates its own center(s) and is identified by an agreement number ending in 
“A” or “C.”  The “C” denotes outside school hour care centers and the “A” can be for child care centers and 
Outside School Hours combined. 

 
As of July 1, 1999, new agreement designations are identified:  “H” - organizations operating homeless or 
emergency shelters and “K” – at-risk outside-school-hour snack program. 

 
As of October 1, 1999 “J” will be used for all head start funded sites. 

 
Child Day Care Center sponsors have the option of claiming reimbursement by either the total 
count - fixed percentage claiming method, or the actual count claiming method.  Policy 
Memorandum No. 89-222 (September 1989), "Policy Changes in the Reimbursement Claiming 
Methods", includes the following:  

 
  Claim Preparation 
 

Monthly CACFP claims were prepared in accordance with the Total Count - Fixed Percentage 
claiming method. 
 
The "Total Count - Fixed Percentage" claiming method requires each Agency to accurately categorize 
enrollment data into free, reduced price, and base rate categories at least one time at the beginning of 
the  
Fiscal year.  The percentage for each category becomes the percentage used to determine 
reimbursement for the fiscal year.  These percentages may be adjusted by the Agency to accurately 

 
  



categorize enrollment if material changes in the enrollment if material changes in the enrollment 
percentages occur during the fiscal year. 

 
 1. Total Count - Fixed Percentage Claiming Method: 
 

The "Total Count - Fixed Percentage" claiming method requires the sponsor to accurately  
categorize enrollment data into free, reduced price, and base rate at least one time at the  
beginning of the fiscal year.  
 

• Fixed Percentage Claiming Method: 
 

The Fixed Percentage Claiming Method requires the sponsor to report the enrollment data  
by eligibility category (i.e. free, reduced-price and base) one time each year.  The  
percentages established will become the sponsor’s “fixed” percentage for the fiscal year.   
Meals claimed will be reimbursed based on the calculated fixed percentages for each  
category.  The fixed percentages will remain in effect for the entire fiscal year unless the  
sponsor chooses to submit new enrollment data in order to adjust the percentages and  
maximize reimbursement.  However, a sponsor must submit new enrollment data during the  
year if (1) the sponsor adds a new site, (2) the average daily participation for the claim month  
exceeds the total enrollment previously reported, or (3) to correct a reporting error. 

 
The percentage for each category becomes the sponsor's "fixed" percentage used to determine 
reimbursement for the fiscal year.  Meals claimed are reimbursed based on the calculated "fixed" 
percentages for each category. The percentages may be adjusted by the sponsor to either 
accurately categorize or submit new enrollment data into free, reduced price, and base rate in 
order to maximize reimbursement should new facilities be added or others deleted.   

 
 2. Actual Count Claiming Method 
 

The "Actual Count" claiming method requires the sponsor to accurately report on a monthly basis 
the "actual" eligibility categories of enrolled, participating children and the "actual count" of the 
number of meals served to the participants in each eligibility category.  Percentages are not used. 

 
      3.     Cash-in-Lieu of Commodities (CIL): 
 
 Cash-in-lieu of commodities is earned on all eligible lunch and supper meals claimed for  
 reimbursement.  Sponsors must disburse 100% of the CIL 
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I.   CHILD AND ADULT CARE FOOD PROGRAM (CACFP) 
 
 A.  CHILD DAY CARE CENTER SPONSOR: 
 

CHILD CARE CENTERS, OUTSIDE(AFTER)-SCHOOL-HOURS CENTERS AND  
ADULT CARE CENTERS  

 
Child Care, Outside-School-Hours and Adult Care Center sponsors have the option of  
claiming reimbursement for meals served in the CACFP using the fixed percentage method or  the 
actual count method. Policy Memorandum Number 89-222 (September 1989), ΑPolicy Changes in 
Reimbursement Claiming Methods≅,  includes the following: 

 
 Fixed Percentage Claiming Method: 
 

The Fixed Percentage claiming method requires the sponsor to report the enrollment data by eligibility 
category (i.e. free, reduced-price and base) one time each year.  The percentages established will 
become the sponsor’s fixed percentage for the fiscal year.  Meals claimed will be reimbursed based on 
the calculated fixed percentages for each category.  The fixed percentages will remain in effect for the 
entire fiscal year unless the sponsor chooses to submit new enrollment data in order to adjust the 
percentages upward and maximize reimbursement.   

 
 Actual Count Claiming Method 

The Actual Count Claiming Method requires the sponsor to report on a monthly basis the actual 
eligibility categories of enrolled, participating children and the actual count of the number of meals 
served to the participants in each eligibility category.  Percentages are not used. 

 
          SCHEDULES OF REQUIRED REPORTS  
 
  Refer to SECTION 270, Matrix 
 
   Requirements for Meal Schedules:  
 
 Meal schedules are required in the audit report only under the following conditions: 
 

1. Program-Specific Audit; 
2. There are audit findings related to meals;  
3. The audit report indicates significant overpayments (in excess of $100) and/or underpayments 

of $1 or more; and 
4. NSD administrative review/field audit disclosed program findings, significant over and 

underpayments.  
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I.   CHILD AND ADULT CARE FOOD PROGRAM (CACFP) 

 
B.  SPONSOR  OF  INDEPENDENT  CENTERS (SOIC) 

 
     Overview: 
 

A sponsor of independent centers (SOIC) is an organization that provides administrative  
services to centers that do not legally belong to the organization.  The sponsor agreement end  
with the letter “M.”  Each site must meet the same participation criteria as the sponsoring  
organization, i.e., either be a public or a documented private nonprofit organization. In  
addition to the reimbursement claiming options discussed above, Sponsors of  Independent  
Child Care, Outside-School-Hours and Adult Care Centers, are required  to enter into a  
written agreement with each center which specifies the rights and responsibilities of the  
SOIC and the centers as provided by the NSD.  Also, each site has signed an agreement with  
the sponsor to retain an agreed upon percentage of the site’s reimbursement.  Prior to  
October 1, 1998 the maximum amount that can be retained is 30% excluding cash-in-lieu.  
Effective with the 1998-99 program year, up to 15% of each site’s reimbursement  
(excluding cash-in-lieu) may be retained for administrative purposes. 
 
SOIC must submit an annual administrative budget1 to the NSD for approval.  SOIC may retain a 
portion of each child care center, outside-hours-centers or adult care center’s total eligible food 
service reimbursement (state and federal2 funds) to offset costs incurred in planning, organizing and 
managing the CACFP.  However, the NSD limits the amount of state and federal funds an agency may 
retain for its program administrative  services.  An agency’s retention of program reimbursement for 
administrative purposes may not exceed the lesser of (1) thirty percent (30%) of total allowed food 
service reimbursement from each center; (2) actual eligible costs for administering the program less 
income to the program: or (3) the administrative expenses approved by the NSD in the agency’s 
administrative budget. 

 
 Retention of Funds 
 

Reimbursement retained from a center in excess of the aforementioned limitations and /or  
disallowed administrative costs shall be returned to the center(s).  
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1 Annual Administrative Budget is approved on the federal fiscal year (Oct.-Sept). Auditors 

auditing fiscal years other than the federal year must use two Administrative Budgets. 

2 Beginning with Federal Fiscal Year 1995-1996 and subsequent years, SOIC may not be retain 
any portion of the Cash-In-Lieu (CIL) of commodities funds for administrative costs.  

 
  



 
I.   CHILD AND ADULT CARE FOOD PROGRAM (CACFP) 

 
B.  SPONSOR  OF  INDEPENDENT  CENTERS (SOIC) 

 
 Additional Funds 

 
Reimbursement received for additional meals identified during an audit shall be disbursed to the 
applicable center(s) only. 

 
 Disallowed Meals 

 
Reimbursement received for meals disallowed during an audit shall be returned to the NSD. The 
amount of meal reimbursement retained by the SOIC for administrative costs plus the amount disbursed to the 
centers must be identified in the auditors’ report as funds owed to the CDE. 

 
 Cash-in-Lieu of Commodities (CIL): 
 

Cash-in-lieu of commodities is earned on all eligible lunch and supper meals claimed for  
reimbursement.  Sponsors must disburse 100% of the CIL funds received from the NSD to  
each center. 

 
 Disbursement of Meal Reimbursement to SOIC’s: 
 

Sponsors electing to claim reimbursement for meals under the ΑFixed Percentage MethodΑ3  
shall disburse the funds received from the NSD based on the aggregate number of free,  
reduced-price and base enrollment.  Sponsors electing to claim reimbursement for meals  
under the Actual Count Method shall disburse the funds received from the NSD based on 
the actual number of meals claimed by each center. Prior to Fiscal Year 1998-99 SOIC’s were  
allowed to choose between the Fixed Percentage Claiming Method and Actual Count  
Claiming Method.  The Fixed Percentage Claiming Method required the SOIC to claim the  
consolidated number of enrolled free, reduced-price, and base from all their sponsored  
sites. All funds received for meal service, (including state meal), shall be disbursed to each  
site within five working days of receipt from the state agency.  “Fixed Percentage  
Claiming Method” not allowed as an option as of October 1, 1998. 

 
 
 
 
 
 

                                                 
3 See appendix for an illustration of the MEAL REIMBURSEMENT CALCULATION 

WORKSHEET for sponsors using the Fixed Percentage Method. 
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I.   CHILD AND ADULT CARE FOOD PROGRAM (CACFP) 

 
        B.  SPONSOR  OF  INDEPENDENT  CENTERS (SOIC) 
 
 Disbursement of Reimbursement Payments 
 

SOIC shall disburse all reimbursement payments for food service due to each center within five 
working days of receipt from the State agency. 
 

 Disposition of Undisbursed Reimbursement 
 

SOIC with undisbursed meal reimbursements, resulting from a center(s) who submits a claim  for 
meals and then relocates, leaving no forwarding address, before they receive their payment shall: 

a) document the three(3)attempts made to contact the center’s authorized  
                                    representative, 
   b) document the number of allowable meals served at each center, and 

c) calculate the amount of reimbursement earned , by month and meal type for each 
center. 

 
The total amount of undisbursed funds and the number of meals associated with the funds shall be 
included in the auditor’s report.  Sponsor organizations may not retain and utilize these 
reimbursements for administrative purposes.  The sponsor must return such funds to the state agency.  
The sponsor may retain funds retained from the center(s) for allowable administrative expenditures.   

 
The total amount of undisbursed funds and the number associated with the funds shall be  
included in the auditor’s report.  Sponsoring organizations of day care homes may not retain  
and use undisbursed meal reimbursements for administrative purposes.  Such funds must be  
returned to the state agency. 

 
SOIC’s may use the money for administrative purposes providing a budget revision is  
submitted to the state agency.  The funds must be indicated as income and the funds may be  
used for any line item of the budget except administrative labor and benefits. 
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        B.  SPONSOR  OF  INDEPENDENT  CENTERS (SOIC) 
 

Administrative Cost Reimbursement Limitations: 
 

Sponsoring Organizations of Independent Centers (SOIC’s) are prohibited from charging their  
sponsored centers a fee for program administrative services.  During any fiscal year,  
administrative costs payments to a SOIC may not exceed the lesser of (1) actual expenditures  
for the costs of administering CCFP less income to the program, or (2) the amount of  
administrative costs approved by the state agency in the SOIC’s budget, or (3) retain no more  
than 15% of each site’s eligible federal meal reimbursements (excluding cash-in-lieu) and no more 
than 30% of each site’s state meal reimbursements for allowable administrative costs. 

 
 Underpayments Attributed to Computational Errors and/or Rounding Procedures 
 

a) If  the auditor’s report reveals that the sponsor used the incorrect rate to compute  its centers= 
reimbursement ,  the  auditor shall recalculate the  reimbursement  then if the finding is 
material (more than $100.00), the sponsor should be instructed to pay any differences to the 
affected centers.   
 
If  the auditor cannot link the material underpayment or some portion thereof to a particular 
center, the sponsor shall pay equal shares of the owed money to all current centers.  If a center 
was affected by the sponsor’s miscalculations, have terminated its agreement with the sponsor 
and cannot be located, the sponsor shall follow the procedures discussed in the previous 
paragraph.    

 
b) SOIC   shall annually reconcile payments actually disbursed to individual centers with funds 

paid by the State agency.  The SOIC must correct any differences caused by rounding by 
adjusting the year-end checks issued to each center (or the final check issued, in the case of a 
terminating center).  

 
If  the sponsor cannot link the difference to a specific center(s) , the difference should be 
prorated equally among all current centers.  If a center was affected by the sponsor’s rounding 
procedures, have terminated its agreement with the sponsor and cannot be located, the sponsor 
shall follow the   procedures discussed in the previous paragraph. 
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        B.  SPONSOR  OF  INDEPENDENT  CENTERS (SOIC) 

 
Retention of  Administrative Funds (SOIC’s): 

      Sponsors of Independent Centers (SOIC’s) that have administrative expenditures disallowed  
      because of findings in an administrative review or audit must pay those disallowed funds to  
      their centers.  If there are centers no longer participating under their sponsorship, the sponsor  
      must have documentation showing they have made three attempts to locate  those centers.  
      If they are unable to locate the centers to pay them the money owed, the sponsor may use the  
      money for administrative purposes.  It must be listed as income and a budget revision  
      indicating how the funds will be used must be submitted for approval.  They funds may be  
      used for any line item except for administrative labor and benefits. 

 
 Program Income 

Funds received by the sponsor for use in the food service program, including, but not limited to all 
monies, other than reimbursement received from the state agency and retained from the centers for 
administrative expenditures; income from any food sales to adults; and other income, including cash 
donations and grants from organizations or individuals, shall be used to offset actual allowable 
administrative expenditures.  

 
State Meal Reimbursement: 
Center sponsors earn this reimbursement based on all eligible free or reduced-price  
breakfasts and lunches served to eligible children.  Only SOIC’s are allowed to retain up to  
30% for administrative purposes.  This agreed upon amount must be in the sponsor site  
agreement. 

 
         SCHEDULES OF REQUIRED REPORTS  
   Refer to SECTION 270, Matrix 
  
   Requirements for Meal Schedules:  
 
 Meal schedules are required in the audit report only under the following conditions: 

1. Program-Specific Audit; 
2. There are audit findings related to meals;  
3. The audit report indicates significant overpayments (in excess of $100) and/or underpayments of 

$1 or more; and 
4. NSD administrative review/field audit disclosed program findings, significant over and 

underpayments.  
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I.   CHILD AND ADULT CARE FOOD PROGRAM (CACFP) 
 
  C.  DAY CARE HOMES 
 

Sponsoring Organization of Day Care Homes: 
 

An organization serving day care homes and is identified by an agreement number ending in “F.” 
Sponsors enter into a signed agreement with  day care homes which specifies the rights and 
responsibilities of the sponsor and home and allows the sponsor to retain an agreed upon percentage 
of earned state meal reimbursement (up to 30%).  The sponsor must submit an administrative budget 
based on allowable costs annually to CDE for approval.  Administrative budgets are calculated based 
upon specified federal rates (adjusted annually in July) multiplied by the number of participating 
homes, plus up to 30% of state meal reimbursement.   

 
   Claim Preparation 
 
  Day Care Home sponsors report each month to the Nutrition Services Division  

 (NSD) the total number of meals actually served by meal type (breakfasts, lunches,    
   suppers, and supplements) on the Claim For Reimbursement (Form CCFP-C-F).   

 
  The number of sites claimed by the sponsor may not exceed the number of "Active"  
  sites approved by the Program Unit of NSD.  To be considered an active site, the  
  provider must have served at least one meal during the month and have at least one  
  enrollment or eligibility form on file.  

 
Approved Sites: 

 
Sites may only be claimed when they have been approved by participation by NSD and included on 
NSD's Schedule A of Approved Sites. 

 
Cash-in-Lieu of Commodities (CIL): 

 
Cash-in-lieu of commodities is earned on all eligible lunch and supper meals claimed for  
reimbursement.  Sponsors must disburse 100% of the CIL funds received from the NSD to  
each site. 
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I.    CHILD AND ADULT CARE FOOD PROGRAM (CACFP) 
 
 C.  DAY CARE HOMES 
 
          TIERING CLAIMING METHOD   
 

Monthly CACFP claims are prepared in accordance with the Tiering claiming method. 
 

  Introduction of Tiering: 
 
  This guidance focuses on the responsibilities of family day care home (FDCH)  
  sponsoring organizations for determining eligibility for Tier I and Tier II reimbursement  
  under the two tier reimbursement system implemented as a result Public Law 104-193,  
  the Personal  Responsibility and Work Opportunity Reconciliation Act of 1996.  The  
  reimbursement structure targe5ts higher reimbursement to day care providers located in  
  low-income areas and to providers and children from low-income households.  The  
  basis for the determination of eligibility is the Income Eligibility Guidelines (IEG’s)  
  used to determine eligibility for free and reduced price meals in school meal programs  
  which are updated annually to adjust for inflation.   
 
  This guidance is divided into three parts: Part I, Classification of Family Day Care  
  Homes, provides general information on Tier I day care home classification; Part II,  
  Determination of Individual Household Eligibility based on Income or Categorical  
  Eligibility, provides guidance for determining household income or categorical  
  eligibility for either providers or for children enrolled in Tier II homes; and Part III,  

Reimbursement for Tier II Homes with Children Eligible for Tier I Reimbursements, gives 
an explanation , formula, and the following three types of meal counting and reporting options: 

   
   •  Actual Meal Counts 
   •  Claiming Percentages; and 
   •  Blended Rates 
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I.    CHILD AND ADULT CARE FOOD PROGRAM (CACFP) 
 
 C.  DAY CARE HOMES 
 
          TIERING CLAIMING METHOD   
 
  Overview: 
 

A day care home sponsor must collect eligibility from each day care home provider under sponsorship. 
 All providers are Tier II unless eligibility has been documented.  A Tier I home is determined based 
on either the location of the home in an eligible area or by the provider’s income.  Sponsors must 
document the determinations and keep on file as long as the classification is in effect plus three fiscal 
years. 
 
Tier I eligibility determinations: 
 
# A day care home located in the enrollment zone of an elementary school in which at least 50% of 

the children enrolled are certified eligible to receive free or reduced price meals.  This is 
documented in the provider’s file showing the provider’s address is within the attendance zone of 
the school and documentation that the school is eligible.  This determination is good for three 
years.  All eligible meals served to enrolled children in the provider’s home are reimbursed at Tier 
I rates. 

 
# A day care home that is located in a geographic area, as defined by USDA based on census data, in 

which at least 50% of the children residing in the area are from households which meet the income 
standards for free or reduced price meals.  Documentation from census tract must verify this 
determination.  This determination is good until the next census.  All eligible meals served to 
enrolled children in this provider’s home are reimbursed at Tier I rates. 

  
# The provider’s household income may be used to classify the home as Tier I.  The household 

income must be verified using the Provider’s Federal income tax documents, i.e. Form 1040; a 
copy of a pay stub; or a statement of day care home business income and expenses.  This 
determination is good until new income eligibility guidelines are published July the following year.

 
Children enrolled in a Tier II home may be Tier I eligible: 
 
A Tier II provider may ask the sponsoring organization to collect eligibility applications from the 
parents of her enrolled children.  The sponsor determines the eligibility and gives the provider the 
number of eligible Tier I and Tier II children. 

 
 
 
 
 

 
  



DETERMINATION OF TIERS  
 (Refer to Tier Chart) 
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 C.  DAY CARE HOMES 
 
       PART I:  CLASSIFICATION OF FAMILY DAY CARE HOMES FOR TIERING   
  TIER I DAY CARE HOME: 

        Day care homes participating in the CACFP are classified as tier I homes either by : 
 

1. Area Eligibility 
( CFR 7, Section 226.2) 

 
 Location of the home in an eligible area.  Code of Federal Regulation, Title 7 (CFR  
 7) defines area eligibility, as follows: 
 
 i). A day care home that is located in an area served by a school enrolling  
  elementary students in which at least 50 percent of the total number of children  
  enrolled are certified eligible to receive free or reduced price meals; or under  
  certain circumstances in (ii) and (iii) below.  
 
 ii). A day care home that is located in a geographical area, as defined by FCS  
  based on census data, in which at least 50 percent of the children residing in  
  the area are members of households which meet the income standards for free  
  or reduced price meals. 
 
 iii). A day care home that is operated by a provider whose household meets the  
  income standards for free or reduced price meals, as determined by the  
  sponsoring organization based on a completed free and reduced price  
  application, and whose income is verified by the sponsoring organization of the  
  home in accordance with CFR 7, Section 226.23(h))6). 
 
2. Provider Eligibility 
 Classification based on the (1) provider's household income or (2) categorical  
 eligibility. 

 
   (1) Provider's Household Income: 
 
    In order to classify a day care home as Tier I based on the provider's household  
    income or categorical eligibility, the sponsoring organization must: 
 
    i). Have on file a completed income eligibility statement for the provider  
 
  



     which lists all household members and income or shows categorical  
     eligibility; 
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I.    CHILD AND ADULT CARE FOOD PROGRAM (CACFP) 
 
 C.  DAY CARE HOMES 
 
        PART I:  CLASSIFICATION OF FAMILY DAY CARE HOMES FOR TIERING   
 
       TIER I DAY CARE HOME: 

 
2. Provider Eligibility 
 Classification based on the (1) provider's household income or (2) categorical  
 eligibility. 

 
  (1) Provider's Household Income: 
 
    ii). For an income eligibility statement, must check that the math is correct and total 

household income and family size are within the current income  
     eligibility guidelines (IEG’s); and 
 
    iii). Verify, using outside sources, that the information submitted by the provider is 

accurate. 
 
   All three of the above steps must have been completed prior to reimbursing the  
   provider for meals at the Tier I rates. 
 
  (2) Categorical Eligibility of Provider: 
 
   A provider may demonstrate that they meet the criteria for free or reduced price 
    meals by virtue of their receipt of benefits from federal categorically eligible  
   programs, such as: 
 
• Food Stamp Program 
• Food Distribution Program on Indian Reservations (FDPIR) 
• National School Lunch Program and School Breakfast Program 
• Child Care Development Fund/Child Care Development Block Grant(CCDBG) 
• TANF and CalWORKS programs are temporarily excluded until further notice form USDA 
• Certain other programs as listed on USDA's Statement, SA-9-2-GEN, APB:CACFP-97-15 
 
  If the day care home is receiving Tier I rates based on the provider's household income  
  or categorical eligibility, eligibility must be re-determined annually. 
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 C.  DAY CARE HOMES 
  
        PART I:  CLASSIFICATION OF FAMILY DAY CARE HOMES FOR TIERING   
 
       TIER I DAY CARE HOME: 
  Verification of Provider's Household Income or Categorical Eligibility: 
 
  A provider's household income must be verified using the most current information  
  available.  Sources of information for verification purposes include: 
 
  i). Written Evidence: 
• IRS Form 1040 with the worksheet 
• A statement based on actual income and expenses supported by receipts or other appropriate 

documents 
• Employer's wage/salary confirmation letter 

 
• Documentation from an employer, migrant worker agency, or religious or civil organization providing 

knowledge about a household income 
 

• Pay stub properly dated 
• Current Notice of Eligibility for Food Stamp, FDPIR, or CalWORKs benefits 
• Federal program award letters 
 
  ii). Collateral Contacts: 
• In person (properly documented) 
• Phone calls(properly documented) 
 
  iii). Agency Records 
 

These determinations are good until new income eligibility guidelines are published in July each year.  
Based on income eligibility, the provider’s own is also eligible. 

 
 Documentation of Verification 
 Sponsors should maintain on file the documentation used to determine the classification of  
 the home as Tier I for three(3) years after the end of the fiscal year to which they pertain, or  
 longer if there is an ongoing investigation. 
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 C.  DAY CARE HOMES 
 
       PART I:  CLASSIFICATION OF FAMILY DAY CARE HOMES FOR TIERING   
 
       TIER I DAY CARE HOME: 
 
 Provider's Own Children 
 Meals served to the provider's own children may only be reimbursed if the following three  
 conditions exist: 
 
 i). The provider's children must be enrolled and participating in the child care program  
  during the time of the meal service; 
 
 ii). Other enrolled nonresident children must be present and participating in the same meal  
  service; and 
 
 iii). The sponsoring organization must have an income eligibility statement on file for the  
  provider's household showing that the provider's household is income eligible or  
  categorically eligible. 
 
 In some circumstances, households may be determined eligible without submitting an  
 Application. Contact FNS for more information on this option. 
 
 
       TIER II DAY CARE HOME: 
 
 A Tier II family day care home (FDCH) is defined as one that does not meet the criteria for  
 classifying a FDCH as Tier I.  Specifically, the FDCH would not be located in an area that  
 meets the criteria for having 50 percent of children eligible for free or reduced price meals  
 using appropriate area data nor would the provider's household submitted an income  
 eligibility statement documenting income eligibility (at or below 185 percent of Federal  
 income poverty guidelines) or categorical eligibility. 
 
 Tier II day care homes (those day care homes that do not qualify to receive the higher Tier I  
 rates) may still receive Tier I rates for those children enrolled in their care who are  
 individually determined to be eligible for Tier I reimbursement.  The day care home provider  
 has the option to decide whether or not they wish to take advantage of this option. 
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 C.  DAY CARE HOMES 
 
       PART I:  CLASSIFICATION OF FAMILY DAY CARE HOMES FOR TIERING   
 
       TIER II DAY CARE HOME: 
 
 Mixed Tier II Homes 
 
 Tier II homes that receive some combination of Tier I and Tier II reimbursement rates for  
 meals served to enrolled children are considered to be "mixed Tier II" homes.  The provider  
 receives Tier I rates for meals served to children who have been determined to be eligible  
 for Tier I reimbursement if the children's family meets one of the following conditions: 
 

1. Income eligible if the children's family has completed an income eligibility statement which 
shows that their household income is at or below 185 percent of the income guidelines for 
poverty; 

 
2. Categorically eligible if the children's family participates in the food stamp, Food Distribution 

program on Indian Reservation, or certain programs on the list of Federal Categorically Eligible 
Programs (see Section               , List); or 

 
3. Children's family meets the "expanded" categorical eligibility criteria if they are participating in 

or subsidized under any "federally or State supported child care or other benefit program with an 
income eligibility limit that does not exceed" 185 percent of poverty.  This does not apply to 
determination of eligibility of the provider for Tier I status, or of the provider's own children in 
Tier I day care homes, or to enrollees in other child or adult day care centers.  

 
  FNS provides a list of Federal and State-funded programs that are categorically eligible. 
 
 Lower Tier II Rates: 
 
 Meals served to all enrolled children in Tier II day care homes who have not been  

determined to be eligible for Tier I rates are reimbursed at the lower Tier II rates.(See Tier Rates 
Schedule, Section             )  
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 C.  DAY CARE HOMES 
 
       PART I:  CLASSIFICATION OF FAMILY DAY CARE HOMES FOR TIERING   
 
      TIER II DAY CARE HOME: 
 
 Mixed Tier II Homes 
 
 Exclusion of Provider's Own Children for Reimbursement 
 
 Since a day care home may qualify as a Tier I home on the basis of the provider's household  
 eligibility for free and reduced price meals, by definition no meals are reimbursed for the  
 provider's own children in Tier II day care homes. 
 
 Confidentiality of Information 
 
 Sponsoring organizations are prohibited from making Tier I eligibility information  
 concerning individual households available to day care home providers. This information  
 may only be made available to persons directly connected with the administration and  
 monitoring of the Program. 
 
 As a result, sponsors may inform providers in Tier II day care homes only of the numbers  
 of enrolled children determined by the sponsor as eligible for Tier I benefits.  The providers  
 may not be informed of the names of children eligible for either Tier I or Tier II  
 reimbursement. 
 
 Prohibition of Overt Identification 
 
 The distribution and return of income eligibility statements must be handled in such a way  
 as to eliminate the possibility of overt identification of which children are eligible for Tier I  
 or Tier II rates. 
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 C.  DAY CARE HOMES 
 
  TIER II DAY CARE HOME: 
 
        PART II:  DETERMINATION OF INDIVIDUAL HOUSEHOLD ELIGIBILITY  
                          BASED ON INCOME OR CATEGORICAL ELIGIBILITY   
 
        USDA's publication, CACFP Eligibility Guidance for Family Day Care Homes, provides  
        guidance for determining household income or categorical eligibility for either providers in  
        Tier I day care homes or for children enrolled in Mixed Tier II homes.  Refer to pages 23 to  
        38 of this publication in APPENDIX H for specific details on:  
 
  •  Requirements for income eligibility statements; 
  •  Guidance on determining household size and income; and 
  •  Guidance on determining categorical eligibility  
 
        PART III:  REIMBURSEMENT PROCEDURES FOR TIER II HOMES WITH  
                            CHILDREN ELIGIBLE FOR TIER I 
 
 Reimbursement at One Rate Level: 
 
 All meals served either in Tier I homes or those Tier II homes where the provider has chosen  
 not to have Income Eligibility Statements taken continue to be reimbursed at one rate.   
 Providers are reimbursed based on the number of meals served to enrolled children  
 multiplied by the appropriate annually adjusted reimbursement rates for each breakfast,  
 lunch, supper, and/or snack they are approved to serve at Tier I or Tier II rates as  
 appropriate. 
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        PART III:  REIMBURSEMENT PROCEDURES FOR TIER II HOMES WITH  
                            CHILDREN ELIGIBLE FOR TIER I 
 
        Approved Sites: 
 
        An approved site is one that is an active tiering site that serves at least one meal during the  
        claim month.  The number of sites claimed cannot exceed the number of tiering sites  
        approved by the NSD. New sites must be approved prior to being claimed for  
        reimbursement.  The categories of tiering sites is as follows: 
 
 Tier I site: 
 A day care home(home), which is located in a low-income area as specified by program  
 regulations, or a home in which the provider's household income is at or below 185% of  
 the federal income eligibility guidelines. 
 
 Tier II High site: 
 A home serving all meals to children who meet income eligibility guidelines for free and  
 reduced price meals, thus qualifying for the higher reimbursement rates. Each child in  
 care (except for the provider's own) is eligible for Tier I reimbursement. 
 
 Tier II Low site: 
 A home serving all meals to children who do not meet income eligibility guidelines for  
 free and reduced price meals, thus qualifying for only the lower reimbursement rates.   
 Each child in care qualifies for Tier II reimbursement. 
 
 Tier II Mixed site: 
 A home serving both income eligible and non-income eligible children, thus qualifying  
 for both the higher and lower Tier II reimbursement rates.  Income eligibility applications  
 determine which child qualifies at Tier I and which child qualifies at Tier II  
 reimbursement levels. 
  
 Average Daily Participation(ADP) 
 
 Record of the number of children who consumed at least one meal or supplement each  
 day from the daily attendance counts for each tiering site category; total daily attendance  

counts for the claim month; and divide by the highest number of days food was served. 
 
 
 
 
 
  



REIMBURSEMENT CLAIMING METHODS           703 
 
I.    CHILD AND ADULT CARE FOOD PROGRAM (CACFP) 
 
 C.  DAY CARE HOMES 
 
        PART III:  REIMBURSEMENT PROCEDURES FOR TIER II HOMES WITH  
                            CHILDREN ELIGIBLE FOR TIER I 
 
 Average Daily Participation(ADP) (continued) 
 

Formula for Total ADP (all sites): 
Sum of ADP for all sites categories: 

= 
Tier I + Tier II High + Tier II Low + Tier II Mixed 

 
 
 Program Enrollment 
 
 Record of the total number of children by tiering enrollment category who consumed at  
 least one meal during the claim month and who have an enrollment or eligibility form on  
 file. 
  

 Formula for Total Enrollment (all sites): 
Total of Enrollment for all children in certified sites: 

= 
Tier I Enrollment 

+ 
Tier II High Enrollment 

(100% Tier II High eligibility and Tier II High eligible from the Tier II Mixed sites(higher 
reimbursement rate)) 

+ 
Tier II Low Enrollment 

(100% Tier II(Low) eligibility and Tier II Low eligibility from the Tier II Mixed sites(lower 
reimbursement rates)) 

 
 Reimbursement at Two Rate Levels: 
 
 Tier II homes in which Income Eligibility Statements are taken and meals are reimbursed  
 according to the eligibility of the individual child receive two levels of reimbursement for  
 meals served if one or more of the children's households are determined eligible. 
 
 
 

 
  



REIMBURSEMENT CLAIMING METHODS           703 
 
I.    CHILD AND ADULT CARE FOOD PROGRAM (CACFP) 
 C.  DAY CARE HOMES 
 
        PART III:  REIMBURSEMENT PROCEDURES FOR TIER II HOMES WITH  
                            CHILDREN ELIGIBLE FOR TIER I 
 
 Reimbursement at Two Rate Levels(continued): 

 
Regulations provide three methods for computing reimbursement for these Mixed Tier II homes. 
These are the traditional Actual Count method and two alternative methods - Claiming Percentage 
and Blended Rate.  The sponsoring organization has the option to choose which of the three methods 
listed below they will use for all of their day care homes.  Each sponsor must use only one method 
for all of its providers and calculate each home separately, and may only change the method 
annually.  The calculation must be based on either one month's enrollment or participation.  
Additionally, this data must be recalculated at least every six months. 
 
MEAL COUNTING AND REPORTING METHODS: 
 
A sponsoring agency may choose to record and reimburse provider meals using the traditional Actual 
Count method or one of two new alternative methods - Claiming Percentages or Blended Rate. 
 
1. Actual Count: 

 
This is the traditional method for reporting the total monthly counts of  Sites, Average Daily 
Participation(ADP), Enrollment and Meals by Tiering Category type served each day by child, 
or "actual counts" for all homes. 
 

Formula for Actual Meal Counts 
Number of meals served to children eligible for Tier I by type 

(breakfast, lunch, supper, or snack) 
x 

Tier I rate 
+ 

Number of meals served to children eligible Tier II by type 
(breakfast, lunch, supper, or snack) 

x 
Tier II rate 

= 
Reimbursement by meal type 

 
 
 

 
  

 



REIMBURSEMENT CLAIMING METHODS           703 
 
I.    CHILD AND ADULT CARE FOOD PROGRAM (CACFP) 
 
 C.  DAY CARE HOMES 
 
        PART III:  REIMBURSEMENT PROCEDURES FOR TIER II HOMES WITH  
                            CHILDREN ELIGIBLE FOR TIER I 
 

MEAL COUNTING AND REPORTING METHODS (continued): 
 
 2. Claiming Percentages: 
 
  There are two methods for calculating the percentages claimed, as follows: 
   
  i). Enrollment 
  ii). Participation 
 

When reimbursement is calculated on the basis of claiming percentages, the following formula 
and step-by-step procedures are used for calculating a claim for reimbursement: 
 

Formula for claiming percentages 
Number of children eligible for Tier I (or Tier II) 

Divided by 
Total enrollment 

= 
Claiming percentage for that category 

X 
Total number of meals by type 

(breakfast, lunch, supper, or snack) 
served during the month 

x 
Reimbursement rate 

= 
Reimbursement for Tier I (or Tier II) 

 
Step 1: 
 
To determine the percentages, divide the number of eligible Tier I Children by the total children 
enrolled for that home to arrive at a percentage.  Do the same for the eligible Tier II Children in 
that same home. 
 

 
 

 
  

 



REIMBURSEMENT CLAIMING METHODS           703 
 
I.    CHILD AND ADULT CARE FOOD PROGRAM (CACFP) 
 
 C.  DAY CARE HOMES 
 
        PART III:  REIMBURSEMENT PROCEDURES FOR TIER II HOMES WITH  
                            CHILDREN ELIGIBLE FOR TIER I 
 

MEAL COUNTING AND REPORTING METHODS: 
 
 2. Claiming Percentages(continued): 

 
Step 2:  

  
  Apply the above claiming percentages to the appropriate meal counts by multiplying the  
  percent factor by the total meal type served and report in the associated tiering box. 
 

Step 3:  
 
  Apply these same calculations to all breakfasts, suppers and supplements served in that  
  home.  Reimbursement this home using the meal counts and rates associated with the  
  reported calculations. 
 

Step 4:  
 
  Proceed to the next home and calculate its percentages and apply to meal counts.  Total  
  all meal counts by Tiering category and report in the associated meal boxes on the  
  Claim for Reimbursement. 
 
  Enrollment: 

Formula for Percentage by Enrollment: 
Tier II High Percentage 

= 
Number of children eligible for the higher reimbursement rate(Tier I or Tier II High) 

Divided by 
Total number of children enrolled within home 

 
Tier II Low Percentage 

= 
1.0000(four decimal places)  

minus(-) 
Tier II High Percentage 

 

 
  

 



REIMBURSEMENT CLAIMING METHODS           703 
 
I.    CHILD AND ADULT CARE FOOD PROGRAM (CACFP) 
 
 C.  DAY CARE HOMES 
 
        PART III:  REIMBURSEMENT PROCEDURES FOR TIER II HOMES WITH  
                            CHILDREN ELIGIBLE FOR TIER I 
 

MEAL COUNTING AND REPORTING METHODS: 
 
 2. Claiming Percentages(continued): 
 
  Enrollment: 
 

 Formula for Meals Claimed by Meal Type: 
= 

Claiming Percentages (Tier II High, Tier II Low above) 
x 

Total eligible Breakfasts, Lunches, Suppers and/or Supplements Served 
 
  Participation: 

  Formula for Percentage by Participation: 
Tier I Percentage 

= 
Number of Tier I meals served 

Divided by 
Number of all meals served by a child's name, income eligibility and meal type 

 
Tier II Percentage 

= 
1.0000(four decimal places)  

minus(-) 
Tier I  Percentage 

 
 Formula for Meals Claimed by Meal Type: 

= 
Claiming Percentages (Tier II High, Tier II Low above) 

x 
Total eligible Breakfasts, Lunches, Suppers and/or Supplements Served 

 
  Use of either percentage claiming methods is based on a one-month study that must be  
  repeated for each home at least every six months. 
 

 
  



REIMBURSEMENT CLAIMING METHODS           703 
 
I.    CHILD AND ADULT CARE FOOD PROGRAM (CACFP) 
 
 C.  DAY CARE HOMES 
 
        PART III:  REIMBURSEMENT PROCEDURES FOR TIER II HOMES WITH  
                            CHILDREN ELIGIBLE FOR TIER I 
 

MEAL COUNTING AND REPORTING METHODS: 
 
  Blended Rate 
 
  The blended per meal rate is a method of calculating an average rate of reimbursement  
  by meal type.  This average rate is multiplied by the total number of meals served in that  
  meal type.  The following is a formula and step-by-step procedures for calculating a  
  claim for reimbursement using the blended rate method of reimbursement: 
 

Step 1: 
  
  Calculate the percentages per home as detailed above in Claiming Percentages Steps 1  
  and 2 and apply the percentage to the meal rates. 
 

Step 2: 
 
  Reimburse this home by applying the associated total meals served multiplied by the  
  blended meal rate. 
 

Step 3: 
 
  Apply the same calculations to all breakfasts, suppers and supplements served in that  
  home.  Reimburse this home by using it's reported total meal counts by type and  
  multiply by the associated blended rate for that home. 
 

Step 4: 
 
  Proceed to the next home and calculate it's Blended rates and apply to the associated  
  meal counts.  Total all meal counts by Tiering category and report in the associated  
  Tiering meal boxes on the Claim for Reimbursement. 
 
 
 
 
 
 
 
  



REIMBURSEMENT CLAIMING METHODS           703 
 
I.    CHILD AND ADULT CARE FOOD PROGRAM (CACFP) 
 
 C.  DAY CARE HOMES 
 
         PART III:  REIMBURSEMENT PROCEDURES FOR TIER II HOMES WITH  
                            CHILDREN ELIGIBLE FOR TIER I 

 
MEAL COUNTING AND REPORTING METHODS: 

 
  Blended Rate(continued): 
 

Formula for Blended Rate: 
Number of children eligible for Tier I                    Number of children eligible for Tier II 
                   Divided by         Divided by 
              Total enrollment                Total enrollment 
                           =                 = 
           Claiming % for Tier I            Claiming % for Tier II 
                            x            x 
               Current Tier I rate          Current Tier II rate 
                             =            = 
               Revised Tier I rate        +            Revised Tier II rate 
              = 
           Blended Rate 
               x 
         Total number of meals by type 
           (breakfast, lunch, supper, or snack) 
                   served during the month 
               = 
             Reimbursement for that meal type 

 
 Formula for Meals Claimed by Meal Type: 

= 
Blended Rate (above) 

x 
Total eligible Breakfasts, Lunches, Suppers and/or Supplements Served 

 
 
 
 
 
 
 

 
  

 



REIMBURSEMENT CLAIMING METHODS           703 
 
I.    CHILD AND ADULT CARE FOOD PROGRAM (CACFP) 
       
 C.  DAY CARE HOMES 
 
        PART III:  REIMBURSEMENT PROCEDURES FOR TIER II HOMES WITH  
                            CHILDREN ELIGIBLE FOR TIER I 

 
MEALS THAT CANNOT BE CLAIMED 

  
Meals that cannot be Claimed for Reimbursement are: 
              
• Meals served to any child who is not enrolled for care in the home; 
• Meals served in excess of the home's licensed or authorized capacity; 
• Meal types not approved in the home's agreement with the sponsoring organization; 
• Meals served that are in excess of the two meals and a snack (or one meal and two snacks) 

claimed daily for each enrolled child; 
• Meals that do not meet the meal pattern requirements; 
• Meals served to the provider's own children unless they have been determined to be income 

eligible; and 
• Meals served to the provider's own children when no other enrolled children are 

participating. 
 
 

Disbursement of Meal Reimbursement to Day Care Home: 
 

Sponsors shall disburse all funds received for meal service due to each site within five working days of 
receipt from the NSD. 

 
Program Income: 

 
The following types of funds excluding program reimbursement retained for administrative expenditures, 
are considered program income and must be used to offset actual allowable administrative expenditures: 

 
1.    Income from food sales to adults 
2.  Other income restricted for use in the program 
3. Interest earned on CACFP funds 

 
 
 
 
 
 

 
  



 
REIMBURSEMENT CLAIMING METHODS           703 
 
I.    CHILD AND ADULT CARE FOOD PROGRAM (CACFP) 
       
 C.  DAY CARE HOMES 
 
             SCHEDULES OF REQUIRED REPORTS  
   Refer to SECTION 270, Matrix 
  
   Requirements for Meal Schedules:  
 
   Meal schedules are required in the audit report only under the following conditions: 
        1.   Program-Specific Audit; 

       2.   There are audit findings related to meals;  
3.   The audit report indicates significant overpayments (in excess of $100) and/or  

                   underpayments of $1 or more; and 
4. NSD administrative review/field audit disclosed program findings, significant over and 

underpayments.  
 
  OTHER REFERENCES: 
 
  •  Day Care Home Sponsors Administrative Manual, prepared by the NSD. 
 
  •  Management Improvement Guidance, FNS, 1998. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
  

 



 
REIMBURSEMENT CLAIMING METHODS           703 
 
I.    CHILD AND ADULT CARE FOOD PROGRAM (CACFP) 
 
      D.  SPONSOR OF DAY CARE HOMES (SDCH) 
 

Administrative Cost Reimbursement Limitations – Day Care Homes: 
 

Sponsors are prohibited from charging the day care homes a fee for its program administrative 
services.  During any fiscal year, administrative costs payments to a sponsor may not exceed the lesser 
of (1) actual expenditures for the costs of administering the CACFP less income to the program, or (2) 
the amount of administrative costs approved by the State agency in the sponsor’s budget, or (3) the 
sum of the products obtaining by multiplying each month the number of  active homes4  times the 
applicable rate.  Furthermore, the administrative payments to a sponsor may not exceed thirty percent 
(30%) of the total amount of administrative payments and food service payments for day care home 
operations. 

       
 Enrollment/Eligibility 
 

SDCH are not required to collect family size and income data on children enrolled in homes under its 
jurisdiction except in the case of provider’s own children.  The actual number of meals served by the 
day care homes shall be reported on the sponsor’s Claim For Reimbursement. 

 
 
 Retention of Funds 
 

State Meal Compensation is earned on seventy-five percent (75%) of the total number of breakfast 
and lunch meals claimed by the sponsor.  Sponsors may retain no more than thirty percent (30%) the 
allowed state meal compensation from the day care homes for allowable administrative expenses. 

 
 
 
 
 
 
 
 
 
 
 
 

                                                 
4 An approved day care home which served at least one eligible meal during the claim month. 

 
  



REIMBURSEMENT CLAIMING METHODS             703 
 
I.    CHILD AND ADULT CARE FOOD PROGRAM (CACFP) 
 
      D.  SPONSOR OF DAY CARE HOMES (SDCH) 
 
 Administrative Budget 

 
Sponsors are required to submit an annual administrative budget to the NSD for approval.  
Budget revisions may be submitted at any time during the program year.  Beginning with the  
1999-2000 program year the provisions for adjusting budget line items are listed below: 

 
       Budget line item revisions requiring no prior CACFP approval: 

 
Equipment under $5,000    Staff training 
Office supplies     Advertising 
Postage      Dues, subscriptions, memberships 
Printing 

 
       Budget revisions affecting the following line items require prior CACFP approval: 
 
       Administrative labor     Contract Services 
       Benefits      Insurance Premiums 
       Equipment over $5,000    License related expenses 
       Office  space      Travel expenses 
       Utilities and communication    In-state workshops 
       Equipment rental/lease    Out-of-state workshops 
       Vehicle lease      Miscellaneous 
 

Prior to the 1999-2000 program year, sponsors could transfer $1,000 or 20% of the total budget 
(whichever is less) from one line item to another line item without CCFP approval except for 
administrative labor, benefits and out-of-state travel expenses.  Any changes to these line items must 
be approved in advance by CACFP. 
    

 Disbursement of Reimbursement Payment 
 
SDCH  shall disburse all reimbursement payments for food service due to each day care home within 
five working days of receipt from the state agency. 

 
 
 
 
 
 
 

 
  



REIMBURSEMENT CLAIMING METHODS           703 
 
I.    CHILD AND ADULT CARE FOOD PROGRAM (CACFP) 
 
      D.  SPONSOR OF DAY CARE HOMES (SDCH) 
 
 Disposition of Undisbursed Reimbursement 
 

A SDCH with undisbursed meal reimbursements, resulting from a home(s) who submits a claim for 
meals and then relocates, leaving no forwarding address, before the receive their payment shall: 

a) document the three(3) attempts made to contact the day care home provider, 
b) document the number of allowable meals served at each home, and 
c) calculate the amount of reimbursement earned, by month and meal  

type for each home.  
 

The total amount of undisbursed funds and the number of meals associated with the funds  
shall be included in the auditor’s report.  The sponsor may not utilize these reimbursements  
as sponsor administrative funds.  The sponsor must return such funds to the state  
agency.  Administrative costs incurred by the sponsor with that particular provider should  
not be disallowed. The day care home provider should continue to be counted in he total  
number of homes that the sponsor claims for administrative reimbursement for the month in  
question.   

 
 Additional Funds  
 

Reimbursement received for additional meals identified during an audit shall be disbursed to the 
applicable home (s) only. 

 
 Underpayment Attributed to Computational Errors and/or Rounding Procedures 
 

a) If the auditor’s report reveals that the sponsor used the incorrect rate to compute its homes 
reimbursement, the auditor shall recalculate the reimbursement then if the finding is material 
(more than $100.00), the sponsor should be instructed to pay any differences to the affected 
providers. 

 
If the auditor cannot link the material underpayment or some portion thereof to a particular 
provider, the sponsor shall pay equal shares of the owed money to all current homes.  If a 
home was affected by the sponsor’s miscalculations, have terminated its agreement with the 
sponsor and cannot be located, the sponsor shall follow the procedures discussed in the 
previous paragraph. 

 
 
 
 
 

 
  



REIMBURSEMENT CLAIMING METHODS           703 
 
I.    CHILD AND ADULT CARE FOOD PROGRAM (CACFP) 
 
      D.  SPONSOR OF DAY CARE HOMES (SDCH) 
 
 Underpayment Attributed to Computational Errors and/or Rounding Procedures 
 (continued) 
 

b) SDCH shall annually reconcile payments actually disbursed to individual providers with funds 
paid by the State agency.  The SDCH must correct any differences caused by rounding by 
adjusting the year-end checks issued to each provider (or the final check issued, in the case of 
a terminating provider). 

 
If the sponsor cannot link the difference to a specific provider(s) , the difference should be 
prorated equally among all current providers.  If a home was affected by the sponsor’s 
rounding procedures, have terminated its agreement with the sponsor and cannot be located, 
the sponsor shall follow the procedures discussed in the previous paragraph. 

 
 Program Income 
 

Funds received by the sponsor for use in the food service program, including, but not limited to all 
monies, other than reimbursement received from the state agency  for administrative expenditures; 
income from any food sales to adults: and other income including cash donations and grants from 
organizations or individuals,  shall be used to offset actual allowable administrative expenditures. 

 
The following types of funds excluding program reimbursement retained for administrative  
expenditures, are considered program income and must be used to offset actual allowable  
administrative expenditures: 

 
 1.    Income from food sales to adults 
 2.    Other income restricted for use in the program 

 3.     Interest earned on CACFP funds 
 
State Meal Reimbursement 

 
Sponsoring organizations of day care homes earn 75% on the total of all eligible breakfasts and lunches 
served by providers. SDCH may retain no more than 30% of the allowed state meal reimbursement for 
administrative purposes.  This agreed upon amount must be in the sponsor site agreement. 

 
 

 
 
 
 

 
  



REIMBURSEMENT CLAIMING METHODS           703 
 
I.    CHILD AND ADULT CARE FOOD PROGRAM (CACFP) 
 
      D.  SPONSOR OF DAY CARE HOMES (SDCH) 
 
            SCHEDULES OF REQUIRED REPORTS  
   Refer to SECTION 270, Matrix 
  
   Requirements for Meal Schedules:  
   Meal schedules are required in the audit report only under the following conditions: 
        1.   Program-Specific Audit; 

       2.   There are audit findings related to meals;  
3.   The audit report indicates significant overpayments (in excess of $100) and/or  

                   underpayments of $1 or more; and 
        4. NSD administrative review/field audit disclosed program findings, significant over and  
  underpayments.  

 
 OTHER REFERENCES: 
  •  Day Care Home Sponsors Administrative Manual, prepared by the NSD. 
 
E. HOMELESS/EMERGENCY SHELTER - "H" and  

AT-RISK OUTSIDE- SCHOOL-HOUR  SPONSORS - "K" 
      
Claim Preparation 
      
These sponsors have the option of claiming reimbursement for meals served in the CACFP using the  

       Fixed Percentage method or the Actual Count method similar to Center sponsors in I.A, except that  
       all meals types are "Free".  

    
       SCHEDULES OF REQUIRED REPORTS  
   Refer to SECTION 270, Matrix 
  
   Requirements for Meal Schedules:  
 
   Meal schedules are required in the audit report only under the following conditions: 
        1.   Program-Specific Audit; 

       2.   There are audit findings related to meals;  
3.   The audit report indicates significant overpayments (in excess of $100) and/or  

                   underpayments of $1 or more; and 
       4. NSD administrative review/field audit disclosed program findings, significant over and  

 underpayments. 

 
  



CACFP REIMBURSEMENT RATES            710 

 
  Types of Sponsors 
  Child Care Centers, Outside School Hour 

Care Centers, Homeless/Emergency 
Shelters*, Head Start, At-Risk Outside-
School Hour*, Sponsor of Independent 
Centers (SOIC) and Adult Day Care Centers 

    
 
 
 

Day Care Homes 
 
Effective 
Period 

 
 
Meal Type 

 

Base 
Rate** 

 
Reduced 
Price**

 
 

Free**

 
State Meal 

(1) 
NonProfits

Cash-
In

Lieu 
(2)

Food 
Service 
Rates**

 
Administration  
Payment Rates  

 

 
July 1997 
to 
June 1998 

 
Breakfast 
Lunch-
Supper 
Supplement 

.2000

.1800

.0400

.7450
1.4900
.2600

1.0450
1.8900
.5175

 
                

.1295
.

.1500

                
Tier I
.8800

1.4700
.4800

  
   Tier II 
     .3300             
75.00(3) 
     .8300             
57.00(4) 
     .1300             
45.00(5) 
                           
39.00(6) 
 

 
July 1998 
to 
June 1999 

 
Breakfast 
Lunch-
Supper 
Supplement 

.2000

.1800

.0400

.7725
1.5425
.2675

1.0725
1.9425
.5325

 

.1335 .1475
Tier I 
.9000

1.5025
.4900

   
    Tier II 
     .3400             
76.00(3) 
     .8525             
58.00(4) 
    .1300             

 
  



45.00(5) 
                           
40.00(6) 

 
July 1999 
to 
June 2000 

 
Breakfast 
Lunch-
Supper 
Supplement 

.2100

.1900

.0500

.7900
1.5800
.2700

1.0900
1.9800
.5400

 
.1335 .1475 Tier I

.9200
1.5425
.5000

 
   Tier II 
     .3400             
78.00(3) 
     .8725             
59.00(4) 
     .1300             
46.00(5) 
                           
41.00(6) 

 
Footnotes: 
 
(1) A.  Paid for all allowable free and reduced breakfasts and lunches for centers; not applicable to adult day care centers. 

B.  Paid for 75% of allowed breakfasts and lunches for day care homes. 
(2) Paid for all eligible lunches and suppers served children. 
(3) Initial 50 homes. 
(4) Homes 51 – 200 
(5) Homes 201 – 1000 
(6) Homes 1001 and above. 
*      Homeless/Emergency Shelters and At Risk Outside School Hour Centers allowable meals are reimbursed at the free rate. 
**    Food Services Reimbursement. Rates listed above do not include the value of cash-in-lieu of commodities or state meal compensation. 

 
  



SNP REIMBURSEMENT CLAIMING METHODS 720 
 
SNP provides sponsors two methods by which to claim SNP meal reimbursement.  The two methods 
available are: the total count - fixed percentage claiming method and the actual count claiming method 
which are explained below: 
 
1. Total Count - Fixed Percentage Claiming Method 
 

7 CFR Part 245.9 "Special assistance certification and reimbursement alternatives" clarifies the two 
alternatives claiming methods available within the total count - fixed percentage claiming methods.  
These methods are commonly referred to as Provision 1 and Provision 2.  

 
a. Provision 1 encompasses the following guidelines: 

 
A School Food Authority (the governing board of a sponsor) having at least 80 percent of its 
enrolled children determined eligible for free or reduced price meals may, at its option, authorize 
the sponsor to reduce annual certification and public notification for those children eligible for 
free meals to once every two consecutive school years.  This alternative shall be known as 
Provision 1 and the following requirements shall apply: 

 
1) A School Food Authority of a school operating under Provision 1 requirements shall 

publicly notify, in accordance with 245.5, parents of enrolled children who are receiving 
free meals once every two consecutive school years and shall publicly notify, in accordance 
with 245.5, parents of all other enrolled children on an annual basis. 

 
2) The 80 percent enrollment eligibility for this alternative shall be based on the school's 

March enrollment data of the previous school year, or on other comparable data. 
 

3) A School Food Authority of a school operating under Provision 1 shall count the number of 
free, reduced price and paid meals served to children in that school as the basis for monthly 
reimbursement claims. 

 
 b. Provision 2 encompasses the following guidelines: 

 
A School Food Authority of a school which serves all enrolled children in that school free meals 
may publicly notify and certify children in accordance with 245.5 for free and reduced price 
meals for up to three consecutive school years provided that eligibility determinations shall be in 
accordance with 245.3 during the first school year.  
 
 
 
 
 

 
 
 
  



SNP REIMBURSEMENT CLAIMING METHODS 720 
 

1. Total Count - Fixed Percentage Claiming Method (continued): 
 

     3.b. Provision 2 encompasses the following guidelines: 
 
 This alternative shall be known as Provision 2 and the following requirements shall apply: 

 
1) Except for assistance properly made available under Parts 210, 220, 240, and 250 and by 

other legislation, a School Food Authority of a school operating under Provision 2 
requirements agrees to pay with funds from other than Federal sources for: 

 
(a) Meals served to children not eligible, as determined by 245.3, for free or reduced price 

meals, and 
 

(b) The differential between the per meal cost and Federal reimbursement received for each 
free or reduced price meal, respectively, served to children eligible to receive such 
meals under applicable program regulations. 

 
2) For the purpose of calculating reimbursement claims in the second and third consecutive 

school years, the monthly meal counts of the actual number of meals served by type - free, 
reduced price, and paid - shall be converted each month to percentages for each meal type.  
These percentages shall be derived by dividing the monthly total number of meals served of 
one meal type (e.g. free meals) by the total number of meals served in the same month for 
all meal types (free, reduced price, and paid meals).  These three percentages calculated at 
the end of each month of the first school year shall be multiplied by the corresponding 
monthly meal count total of all meal types served in the second and third consecutive school 
years in order to calculate reimbursement claims for free, reduced price and paid meals each 
month. 

 
2. Actual Count Claiming Method 
 

The "Actual Count" claiming method requires the sponsor to accurately report the eligibility 
categories of enrolled, participating children and the "actual count" of the number of meals served to 
children at the point of service, in each eligibility category, as a basis for monthly reimbursement 
claims. 

 
 
 
 
 
 
 
 
 
 
  



SNP REIMBURSEMENT CLAIMING METHODS 720 
 
SNP  SCHEDULE OF REPORTED, ADJUSTED, AND ALLOWED MEALS AND  
EARNED REIMBURSEMENT 
 
The schedule of reported, adjusted, and allowed meals and earned reimbursement must identify the meal 
category by month with the following information: 
 
1. The number of base, reduced price, and free meals reported on the Claim for Reimbursement 

submitted to FASD; 
 
2. The number of base, reduced price, and free meal audit adjustments made to the Claim for 

Reimbursement submitted to FASD; 
 
3. The number of base, reduced price, and free meals allowed per audit; and 
 
Compute earned reimbursement by multiplying the number of allowed meals (by meal type) per audit by 
the applicable meal reimbursement rate (See SECTION 730) for meal reimbursement rates. 
 
In addition to the above-mentioned items, for all day care homes, the number of reported (active) and 
approved day care home sites on a monthly basis. 
 
See APPENDIX  A2.3 for illustrative format of the schedule of reported, adjusted, and allowed meals, 
and earned reimbursement. 
 
 
SNP  SCHEDULE OF REPORTED, ADJUSTED, AND ALLOWED ENROLLMENT  
 
The schedule of reported, adjusted, and allowed enrollment must identify on a monthly basis enrollment 
by meal category as follows: 
 
1. The number of base, reduced price, and free enrollees reported on the Claim for Reimbursement 

submitted to FASD; 
 
2. The number of base, reduced price, and free enrollees audit adjustments made to the Claim for 

Reimbursement submitted to FASD; and 
 
3. The number of base, reduced price, and free enrollees allowed per audit. 
 
See APPENDIX  A2.3 for illustrative format of the schedule of reported, adjusted, and allowed 
enrollment. 
 
 
 
 
 
  



SNP REIMBURSEMENT CLAIMING METHODS 720 
 
 
SCHEDULES OF REQUIRED REPORTS  
   Refer to SECTION 270, Matrix 
  
   Requirements for Meal Schedules:  
 
   Meal schedules are required in the audit report only under the following conditions: 
        1.   Program-Specific Audit; 

       2.   There are audit findings related to meals;  
3.   The audit report indicates significant overpayments (in excess of $100) and/or  

                   underpayments of $1 or more; and 
       4. NSD administrative review/field audit disclosed program findings, significant over and  
  underpayments.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  



SNP MEAL REIMBURSEMENT RATES 730 
 

SCHOOL NUTRITION PROGRAMS 
REIMBURSEMENT RATES FOR JULY 1, 1999 THROUGH JUNE 30, 2000 

FEDERAL PROGRAMS 
 

PAID REDUCED PRICE FREE 

National School Lunch 
Agencies that served 60% or more 
free and/or reduced price lunches 
during the 1997-98 school year 
 
NOTE:  The commodity value per 
lunch is $0.1475 

  
 
Sec.   4 - $0.2100 
Sec. 11 - $0.0000 
TOTAL:  $0.2100 

 
 
Sec.   4 -    $0.2100 
Sec. 11 -    $1.3900 
TOTAL:    $1.6000 

 
 
Sec.   4 -   $0.2100 
Sec. 11 -   $1.7900 
TOTAL:   $2.0000 

National School Lunch 
Agencies that served less than 60% 
free and/or reduced price lunches 
during the 1997-98 school year 
 
NOTE:  The commodity value per 
lunch is $0.1475 

 
 
Sec.   4 - $0.1900 
Sec.  11- $0.0000 
TOTAL: $0.1900 

 
 
Sec.   4 -  $0.1900 
Sec.  11 - $1.3900 
TOTAL:  $1.5800 

 
 
Sec.   4  - $0.1900 
Sec.  11 - $1.7900 
TOTAL:  $1.9800 

Meal Supplements Under 
National School Lunch 
Agencies that served meal 
supplements in after school care 
programs 

 
Reg.      - $0.0500 
Suppl.   - $0.0000 
TOTAL: $0.0500 

 
Reg.     - $0.0500 
Suppl.  - $0.2200 
TOTAL: $0.2700 

 
Reg.      - $0.0500 
Suppl.   - $0.4900 
TOTAL: $0.5400 

Basic School Breakfast 
Sites that served less than 40% free 
and/or reduced price lunches during 
the 1997-98 school year 

 
Reg.     - $0.2100 
Suppl.  - $0.0000 
TOTAL: $0.2100 

 
Reg.     - $0.2100 
Suppl.  - $0.5800 
TOTAL: $0.7900 

 
Reg.     - $0.2100 
Suppl.  - $0.8800 
TOTAL: $1.0900 

Especially Needy School 
Breakfast 
Sites that served 40% or more free 
and/or reduced price lunches during 
the 1997-98 school year 

 
Reg.     - $0.2100 
Suppl.  - $0.0000 
TOTAL: $0.2100 

 
Reg.     - $0.2100 
Suppl.   - $0.7900 
TOTAL: $1.0000 

 
Reg.     - $0.2100 
Suppl.   - $1.0900 
TOTAL: $1.3000 

Special Milk 
 
 

               $0.1275 
per half pint 

Not Applicable Average cost per  
 half pint 

STATE PROGRAMS 
 

PAID REDUCED PRICE FREE 

State Meal -   The State reimbursement will be paid only for meals served to children who are eligible to receive  
                        free or reduced price breakfasts and lunches. 
Public Schools and County 
Superintendent of Schools only 

Not Applicable                $0.1229               $0.1229 

All other agencies Not Applicable                $0.1335               $0.1335 
Meal Supplements for  
Pregnant/ Lactating Students 

 
              $0.6545 

 
               $0.6545 

 
              $0.6545 

  

 
  



 
 INTERNET REFERENCES: 
 
  •  U.S.D.A Web page:  www.usda.gov/, "Agencies, Services and Programs" 
  •  OMB Web page:  www.whitehouse.gov/OMB/ 

 •   Nutrition Management Bulletins Web page:   
  www.cde.ca.gov/cyfsbranch/cnfddiv/npm/index.htm 

 
 
 
 
 
 

 
  

http://www.usda.gov/
http://www.usda.gov/
http://www.usda.gov/
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XYZ  Child Development, Inc. 
 

GENERAL INFORMATION 
 

For the Period October 1, 200X to September 30, 200X  
                                                                                                                                                              
 
 
 
 
 
1. Full official name of the agency . . . . . . . . . . . . . . .  XYZ  Child Development, Inc. 
 
2. Program name and agreement number:                          

 
     California Department of Education, Child and Adult Care Food Program,  
     Agreement No.  . . . . . . . . . . .xx-xxxx-x-F/M  

 
3. Type and Description of agency . . . . . . . . . . . . . . . . . . . . . . Tax-exempt, Nonprofit 

corporation providing educational programs for the care of children outside their 
homes. 

 
4. Address of agency headquarters . . . . . . . . . . .1000 N. Main Street 
                   Small Town, CA   9xxxx 
5. Names and address of Executive Director 

and name of Chief Executive Officer, Business 
Officer, or Accountant 

 
Executive Director . . . . . . . . . . . . . . .  Gina Anonymous   

  2000 S. Child Drive 
  Small Town, CA 9xxxx 

 
Business Officer . . . . . . . . . . . . . . . . . . . . . . Joe McNice 

 
6. Telephone number . . . . . . . . . . . . . . . . . . . . . . . . . . .(916) 555-1212 
 
7. Period covered by examination . . . . . . . . . July 1, 200X   through June 30, 200X 
 
8. Number of days of agency operation . . . . . . . . . . . . 250 days 
 
9. Scheduled hours of operation each day . . . . . . . . . .  7:00 a.m to 6:00 p.m. 



Accountant's Letterhead 
 
 Independent Accountant's  Report  
 
 
Board of Directors 
XYZ Child Development, Inc. 
 
We have examined the accompanying administrative costs for reimbursement submitted by XYZ 
Child Development, Inc. under the Child and Adult Care Food Program (CACFP) (Sponsor 
Agreement No. xx-xxxx-x-F/M) as summarized in the Statement of Budget-To-Actual 
Administrative Costs for the period of October 1, 200X through September 30, 200X. This statement 
is the responsibility of the management of XYZ Child Development, Inc.  Our responsibility is to 
express an opinion on this statement based on our examination. 
 
Our examination was made in accordance with the Statement of Standards of Attestation 
Engagements established by the American Institute of Certified Public Accountants and with auditing 
standards generally accepted in the United States of America; the standards applicable to financial 
audits contained in Government Auditing Standards issued by the Comptroller General of the United 
States; and OMB Circular A-133, Audits of States, Local Governments, and Non-Profit 
Organizations and, accordingly, included examining on a test basis, evidence supporting the 
Statement of Budget-To-Actual Administrative Costs and performing such other procedures as we 
considered necessary in the circumstances.  We believe that our examination provides a reasonable 
basis for our opinion.  
 
In our opinion, the Statement of Budget-To-Actual Administrative Costs referred to above presents 
fairly, in all material respects, the amount of budgeted and actual administrative costs eligible for 
CACFP reimbursement for the period of October 1, 200X through September 30, 200X. 
 
In accordance with Government Auditing Standards, we have also issued our report dated November 
XX, 200X, on our consideration of XYZ Child Development, Inc.'s internal control over financial 
reporting and our tests of CACFP compliance with certain provisions of laws, regulations, contracts 
and grants pertaining to administrative costs. 
 
 
 
Bean, Bean & Counter 
Certified Public Accountants 
 
 
November XX, 200X 
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XYZ  Child Development, Inc. 
Child and Adult Care Food Program  

Agreement No.:  xx-xxxx-x-F/M 
 

Statement of Budget-To-Actual Administrative Costs 
For the Period October 1, 200X to September 30, 200X 

 
 
                         
 
             Budget       Allowed 
Period                           Reported                  Adjusted                    Adjustments             (Actual)     
                                          
October    $    37,926          $    (3,846)          $    (6,459)     $27,621 
November         43,554     (3,869)     (6,459)       33,226 
December         43,574     (5,795)     (6,459)       31,320 
January          64,456     (5,918)     (6,459)       53,079 
February          32,073     (3,215)     (6,459)       22,399 
March           39,961     (3,461)     (6,459)       30,041 
April            47,136     (4,538)     (6,459)       36,139 
May            42,357     (3,273     (6,459)       32,625 
June            40,845     (3,457)     (6,459)       30,929 
July            39,799     (3,681)     (6,459)       29,659 
August           51,673     (3,681)     (6,459)       41,909 
September         70,665     (3,018)     (5,459)       62,188 
 
Totals:     $  554,019         $   (47,376)       *  $ (77,508)   $430,135 
 
 * - Rounding Adjustment             4 
 
State Meal Compensation Funds Retained by Sponsor (0 to 30%)        ( 40,346) 
 
Other Income                            (10,572)                          
 
Net  Allowable Costs                                                                                                    $  379,221 
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XYZ  Child Development, Inc. 

NOTES 
Agreement No.:   xx-xxxx-x-F/M 

 
For the Period October 1, 200X to September 30, 200X 

 
 
 
 
NOTE 1: GENERAL INFORMATION 
 
XYZ Child Development, Inc.(the Agency) was incorporated as a non-profit corporation in 1967 to 
provide educational programs for the care of children outside their homes.  The Agency has been 
granted tax-exempt status by the Internal Revenue Service under Section 501©(3) and California 
Franchise Tax Board under Section 23701(d).  The Agency is funded by the California Department of 
Education (CDE).  Also, the Agency receives funds from private donations.  This report includes an 
opinion only on the activity of the Agency's administrative budget and actual costs for the CACFP 
program during the federal fiscal year.  The Agency previously submitted a Single Audit issued 
September XX, 200X for its fiscal year ended June 30, 200X. The source of funding for the CACFP 
program is the United States Department of Agriculture and CDE.  
 
 
 
NOTE 2: ALLOWED ADMINISTRATIVE REIMBURSEMENT 
 
Allowed administrative payments to Day Care Homes and Independent Centers requires NSD's  
approval of the Agency's administrative budget.  The appropriate budget amount is based on the 
contract period that coincides with the federal fiscal year of October 1 through September 30. The 
amount of allowed CACFP administrative reimbursement is calculated by determining the lessor of 
the four administrative reimbursement factors (1) approved administrative budget (2) actual 
administrative costs less income to the program (3) the appropriate monthly rates per home 
multiplied by the number of approved operating day care homes in each month, or (4) 30% of the 
total amount of administrative and food service payments for day care operations.  As a result, FNS 
requires from the Agency a comparison of actual expenses incurred during the period of the approved 
budget 
 
 
 
 
 
 
 
 

4 



 
Accountant's Letterhead 

 
 
 

 Report on Compliance and on Internal Control  Over Financial Reporting   
Based on an Examination of the Statement of Budget-To-Actual Administrative Costs 

 Performed in Accordance With Government Auditing and Attestation Standards 
 
 
 
Board of Directors 
XYZ Child Development, Inc. 

 
We have examined the accompanying administrative costs for reimbursement submitted by XYZ 
Child Development, Inc. under the Child and Adult Care Food Program (CACFP) (Sponsor 
Agreement No. xx-xxxx-x-F/M) as summarized in the Statement of Budget-To-Actual 
Administrative Costs for the period of October 1, 200X through September 30, 200X and have issued 
our report thereon dated November XX, 200X. We conducted our examination in accordance with 
the Statement of Standards of Attestation Engagements established by the American Institute of 
Certified Public Accountants and with auditing standards generally accepted in the United States of 
America; the standards applicable to financial audits contained in Government Auditing Standards 
issued by the Comptroller General of the United States and included tests of the agency's claim 
preparation process and accounting records prescribed by the Office of the Inspector General of the  
United States Department of Agriculture (OIG-USDA), as set forth in its Audit Guide for Audits of 
Child and Adult Care Food Program Institutions, No. 27029-2, dated February 18, 1999, for 
examinations of this program. 
 
Compliance 
 
As part of obtaining reasonable assurance about whether the XYZ Child Development, Inc.'s 
Statement of Budget-To-Actual Administrative Costs is free of material misstatement, we performed 
tests of its compliance with certain provisions of laws, regulations, contracts and grants, 
noncompliance with which could have a direct and material effect on the determination of 
appropriate budgeted amounts and allowable administrative cost reimbursements.  However, 
providing an opinion on compliance with those provisions was not an objective of our examination  
and, accordingly, we do not express such an opinion.  The results of our tests disclosed one instance 
of material noncompliance that is required to be reported under Government Auditing Standards that 
is described in the accompanying schedule of findings and questioned costs as items, X9-1. 
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Internal Control Over Financial Reporting 
In planning and performing our examination, we considered  XYZ Child Development, Inc.'s 
internal control over financial reporting in order to determine our examination procedures for the 
purpose of expressing our opinion on the Statement of Budget-To-Actual Administrative Costs and 
not to provide assurance on the internal control over financial reporting.   However, we noted a 
certain matter involving the internal control over financial reporting and its operations that we 
consider to be a reportable condition.  Reportable conditions involve matters coming to our attention 
relating to significant deficiencies in the design or operation of the internal control over financial 
reporting that, in our judgment, could adversely affect XYZ Child Development, Inc.'s ability to 
record, process, summarize and report financial data consistent with the assertions of management in 
the Statement of Budget-To-Actual Administrative Costs.   A reportable condition is described in the 
accompanying schedule of findings and questioned costs as item, X9-2. 
 
A material weakness is a condition in which the design or operation of one or more of the internal 
control components does not reduce to a relatively low level the risk that misstatements in amounts 
that would be material in relation to the Statement of Budget-To-Actual Administrative Costs being 
examined may occur and not be detected within a timely period by employees in the normal course of 
performing their assigned functions.  Our consideration of the internal control over financial 
reporting would not necessarily disclose all matters in the internal control over financial reporting 
that might be material weaknesses and, accordingly, would not necessarily disclose all reportable 
conditions that are also considered to be material weaknesses.   
 
However, we do not believe the reportable condition described above is a material weakness.  We 
also noted other matters involving the internal control over financial reporting and compliance that 
we have reported to management of XYZ Child Development, Inc. in a separate letter dated 
November XX, 200X. 
 
This report is intended for the information of the audit committee, management and federal awarding 
agencies and pass-through entities and is not intended to be and should not be used by anyone other 
than those specified parties.  
 
 
 
Bean, Bean & Counter 
Certified Public Accountants 
 
 
November XX, 200X 
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 Accountant's Letterhead 
 
 

 Independent Accountant's Report on Compliance With Requirements Applicable  
to the Federal Program and on Internal Control Over Compliance and Financial Reporting in 

Accordance With OMB Circular A-133 and Attestation Standards Made as Part of the 
Examination of the Statement of Budget-To-Actual Administrative Costs 

 
 

Board of Directors 
XYZ Child Development, Inc. 
 
Compliance 

 
We have examined management's assertion about XYZ Child Development, Inc.'s compliance with 
the types of compliance requirements described in the U.S. Office of Management and Budget (OMB) 
Circular A-133 Compliance Supplement that are applicable to the Child and Adult Care Food 
Program (CACFP) ) (Sponsor Agreement No. xx-xxxx-x-F/M) as summarized in the Statement of 
Budget-To-Actual Administrative Costs is adequate to meet the criteria established by the Office of 
the Inspector General of the  United States Department of Agriculture (OIG-USDA), as set forth in its 
Audit Guide for Audits of Child and Adult Care Food Program Institutions, No. 27029-2,  dated 
February 18, 1999.  Compliance with requirements of laws, regulations, contracts, and grants 
applicable to its major federal program is the responsibility of XYZ Child Development, Inc.'s 
management.  Our responsibility is to express an opinion on XYZ Child Development, Inc.'s  
compliance based on our examination.  
 
We conducted our examination of compliance in accordance with auditing standards generally 
accepted in the United States of America; the standards applicable to financial audits contained in 
Government Auditing Standards, issued by the Comptroller General of the United States; OMB 
Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations; and the 
Statement of Standards of Attestation Engagements established by the American Institute of Certified 
Public Accountants and included tests of the agency's claim preparation process and accounting 
records prescribed by the Audit Guide for Audits of Child and Adult Care Food Program Institutions, 
No. 27029-2, issued by the Office of the Inspector General of the  United States Department of 
Agriculture (OIG-USDA) for examinations of this program.  Those standards and OMB Circular A-
133 require that we plan and perform the examination to obtain reasonable assurance about whether 
noncompliance with the types of compliance requirements referred to above that could have a direct 
and material effect on the appropriate budget and allowable administrative cost reimbursement 
amounts occurred. An examination includes testing evidence about XYZ Child Development, Inc.'s  
compliance with those requirements and performing such other procedures as we considered 
necessary in the circumstances.  We believe that our examination provides a reasonable basis for our 
opinion.  Our examination does not provide a legal determination of XYZ Child Development, 
Inc.'s  compliance with those requirements. 
 
In our opinion, XYZ Child Development, Inc. 's assertion that it complied with the requirements 
referred to above that are applicable to its CACFP budget and allowable administrative cost 
reimbursement for the year ended September 30, 200X, is fairly stated , in all material respects.   
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However, the results of our examination procedures disclosed instances of noncompliance with those 
requirements, which are required to be reported in accordance with OMB Circular A-133 and which 
are described in the accompanying schedule of findings, and Questioned Costs as item X9-3. 
 
Internal Control Over Compliance 
 
The management of XYZ Child Development, Inc. is responsible for  establishing and maintaining 
effective control over compliance with the requirements of laws, regulations, contracts, and grants 
applicable to federal programs. In planning and performing our examination, we considered XYZ 
Child Development, Inc.'s internal control over compliance with requirements that could have a 
direct and material effect on its CACFP budget and allowable administrative cost reimbursement in 
order to determine our examination procedures for the purpose of expressing our opinion on 
compliance and to test and report on the internal control over compliance in accordance with OMB 
Circular A-133. 
 
We noted certain matters involving the internal control over compliance and its operation that we 
consider to be reportable conditions.  Reportable conditions involve matters coming to our attention 
relating to significant deficiencies in the design or operation of the internal control over compliance 
that, in our judgment, could adversely affect XYZ Child Development, Inc.'s ability to administer a 
major federal program in accordance with the applicable requirements of laws, regulations, contracts, 
and grants.  Reportable conditions are described in the accompanying schedule of findings and 
questioned costs as item X9-4. 
 
A material weakness is a condition in which the design or operation of one or more of the internal 
control components does not reduce to a relatively low level the risk that noncompliance with the 
applicable requirements of laws, regulations, contracts, and grants that would be material in relation 
to a major federal program being examined may occur and not be detected within a timely period by 
employees in the normal course of performing their assigned functions. Our consideration of the 
internal control over compliance would not necessarily disclose all matters in the internal control that 
might be reportable conditions and, accordingly, would not necessarily disclose all reportable 
conditions that are also considered to be material weaknesses.  However, the reportable condition 
described above is considered to be a material weakness.   
 
We have also identified immaterial instances of noncompliance and internal control 
weaknesses that we have reported to the management of XYZ Child Development, Inc. in 
a separate letter dated November XX, 200X. 
 
This report is intended for the information of the audit committee, management and federal awarding 
agencies and pass-through entities and is not intended to be and should not be used by anyone other 
than those specified parties.  
 
Bean, Bean & Counter 
Certified Public Accountants 
 
November XX, 200X 
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XYZ Child Development, Inc. 
Schedule of Findings, Questioned Costs and Recommendations 

 
For the Period October 1, 200X to September 30, 200X 

 
 
 
 
 
 
A.  Summary of Accountant’s Results 
 
I.   Statement of Budget-To-Actual Administrative Costs Examination   
 
1. The Independent Accountant’s Report on the Statement of Budget-To-Actual Administrative 

Costs of XYZ Child Development, Inc. expressed an unqualified opinion. 
 
2. Internal Control over Financial Reporting: 
  

a. Reportable conditions were disclosed in the examination of the Statement of Budget-To-Actual  
    Administrative Costs.     
                      
 b. One of the reportable conditions, in 2a above, was considered to be a material weakness. 
 
 c. Non-compliance was disclosed and is material to the Statement of Budget-To-Actual  
     Administrative Costs.   

 
II.   Federal Award Examination 
 

The USDA Child and Adult Care Food Program, CFDA number, 10.558, passed-through CDE's 
Nutrition Services Division is considered a major program as a result of II.3 below. 

 
1. Internal Controls Over Major Programs: 
 

One material weakness was disclosed in the examination of the federal award. 
 
2. Two examination findings are reported in B.II, Findings and Questioned Costs, in accordance with  

OMB Circular A-133, Section  510(a). 
 
3. XYZ Child Development, Inc. did not qualify as a low-risk auditee under OMB Circular A- 133, 

section 530. 
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XYZ  Child Development, Inc. 
Schedule of Findings, Questioned Costs and Recommendations 

 
For the Period October 1, 200X to September 30, 200X 

 
B.  Findings and Questioned Costs: 

         
Questioned 
I.   Statement of Budget-To-Actual Administrative Costs Examination Cost   
           
Reportable Conditions 
 
Finding X9-1                    $  
 
Condition:  Our test of the …. 
We believe that this reportable condition is a material weakness.  An adjustment of $   xxx was made 
to the Statement of Budget-To-Actual Administrative Costs.  
 
Criteria: USDA regulation,          CFR                 ,  
 
Cause: Lack of proper  
 
Effect:  $ 
 
Recommendation: Implement procedures to  
 
Response: Management  
 
 
Finding X9-2            
 $ 
 
Condition:  Our test of …  
We do not believe that this reportable condition is a material weakness. 
 
Criteria: USDA regulation,          CFR               , states that  
 
Cause: Lack of proper management oversight. 
 
Effect: $   
 
Recommendation: Implement procedures to  
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XYZ  Child Development, Inc. 
Schedule of Findings,  Questioned Costs and Recommendations 

 
For the Period October 1, 200X to September 30, 200X 

 
 
B.  Findings and Questioned Costs (continued): 
 
II.   Federal Award Program Examination       Questioned
                       
Cost    : 
 
Finding X9-3   Eligibility                     $  
 
Condition: During our review of the eligibility records of the …  
We believe that this condition is a material weakness and a financial adjustment of $        was 
necessary. 
 
Criteria: USDA regulation,         CFR                  , states that  
 
Cause: Inadequate  
 
Effect: Population of          , or     %.  This represents $  
 
Recommendation: Periodic reviews should be made of the center's attendance records to ensure 
proper eligibility records for the  
 
Response: Management has implemented periodic review procedures for all  key staff.   
 
Finding X9-4           $  
 
Material Weakness 
 
Condition: Our review of the … 
We believe that this condition is a material weakness.  No financial adjustment was necessary. 
 
Criteria: USDA regulation,        CFR                   , states that the sponsor  
 
Cause:  
 
Effect:  
 
Recommendation: Implement improved  
 
Response: Management has implemented improved  
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XYZ  Child Development, Inc. 
Schedule of Findings, Questioned Costs and Recommendations 

 
For the Period October 1, 200X to September 30, 200X 

 
 

 
 
C.  Status of Prior Year Findings: 

  Questioned 
I.   Statement of Budget-To-Actual Administrative Costs Examination                      Cost    :                

 
Reportable Conditions 
 

200X - Finding 1:           $  
 
Condition:  Our inspection of the  
We do not believe that this reportable condition is a material weakness.  
 
Criteria: USDA regulation,          CFR                 ,  
 
 
Cause: Lack of  
 
 
Effect: A total of $  
 
Recommendation: Implement procedures to monitor  
 
Response: The recommendation was implemented by management in November 200X.  No similar 
findings were noted in the 200X audit. 
 
 
 
II. Major Federal Award Programs Examination 
 
Material Weaknesses 

 
 
200X – None           $ None 
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XYZ  Child Development, Inc. 
Management Letter 

 
For the Period October 1, 200X to September 30, 200X 

 
 

                         
Board of Directors 
XYZ Child Development, Inc. 
 
In planning and performing our examination of the administrative costs for reimbursement submitted 
by XYZ Child Development, Inc. under the Child and Adult Care Food Program (CACFP) (Sponsor 
Agreement No. xx-xxxx-x-F/M) as summarized in the Statement of Budget-To-Actual 
Administrative costs as of, and for the year ended, September 30, 200X , we considered its internal 
controls and affect on compliance in order to determine our examination procedures  for the purpose 
of expressing our opinion on the aforementioned administrative costs for reimbursement and to 
provide assurance on its accounting and management controls.  However, we noted certain matters 
involving the internal controls of XYZ Child Development, Inc. and its operation that we 
considered to be reportable conditions under standards established by the American Institute of 
Certified Public Accountants, and nonmaterial instances of noncompliance under criteria prescribed 
in the Audit Guide for Audits of Child and Adult Care Food Program Institutions, No. 27029-2, dated 
February 18, 1999, issued by the Office of the Inspector General of the  United States Department of 
Agriculture (OIG-USDA) for examinations of this program. Reportable conditions involve matters 
coming to our attention relating to significant deficiencies in the design and operation of the internal 
accounting and management controls, that in our judgment, could adversely affect the organization's 
ability to record, process, summarize, and report financial data consistent with the assertions of 
management in the CACFP budget and allowable administrative costs for reimbursement.      
 
The nonmaterial instances of noncompliance and internal control weaknesses are described as 
follows: 
 
1. …………. 
 
 
2. …………. 
 
 
The information contained in this report is intended for the information of the audit committee, 
management and federal awarding agencies and pass-through entities and is not intended to be and 
should not be used by anyone other than those specified parties.  
 
 
Bean, Bean & Counter 
Certified Public Accountants 
 
November XX, 200X 
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INDIRECT COST 
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INDIRECT COST ALLOCATION PLANS 
 

REGULATORY AUTHORITY 
 
 
 

INDIRECT COST ALLOCATION PLANS 
REGULATORY AUTHORITY 

 
 
GENERAL GUIDANCE - FEDERAL PROGRAMS 905 
 
The Office of Management and Budget (OMB) guidance for organizations that charge 
costs to federal programs is as follows: 
 
 Entity type  OMB Circular 
 
Non-Profit Organizations   A-122 
 
State, Local and Indian Tribal Governments  A-87 
 
Educational Institutions   A-21 
 
The cost principles in the three Circulars are, for the most part, similar.  However, 
selected cost items are treated differently, depending on the type of entity.  The following 
charts, which are reprinted from OMB Circular A-133 Compliance Supplement, compare 
the treatment of certain costs among the circulars.  Updated copies of the circulars can be 
downloaded from:  http://www.npr.gov/library/omb/numericl.html. 
 
 

COMPARISON AMONG OMB COST PRINCIPLES CIRCULARS 
(Reprinted from OMB Circular A-133 Compliance Supplement, April 1999) 

 
The following two exhibits provide comparisons between the OMB cost principles 
circulars.  Exhibit 1 lists selected cost items for which treatment is not substantially 
identical among the three circulars.  Exhibit 2 lists selected items that are unallowable in 
one or more of the cost principle circulars. 
 
Several cost items are unique to one type of entity and not to other entities (e.g., 
commencement & convocation costs are only applicable to universities).  The numbers in 
parentheses refer to the cost item in the applicable circulars. 

 



INDIRECT COST ALLOCATION PLANS 
 

REGULATORY AUTHORITY 
 

905 (cont’d) 
 

 
 

Exhibit 1 
Selected Cost Items Not Treated the Same Among the Circulars 

(Reprinted from OMB Circular A-133 Compliance Supplement, April 1999) 
 
 
Selected Cost Items 

 
A-87 - State, Local & Indian 
Tribal Governments 

 
A-21 - Educational 
Institutions 

 
A-122 - Non-Profit 
Organizations 

 
Advertising & Public Relations  

 
Allowable with restrictions - 
(2) 

 
Allowable with 
restrictions - (1) 

 
Allowable with restrictions - 
(1) 

 
Bad Debts 

 
Unallowable unless provided 
in program regulations - (7) 

 
Unallowable 

 
Unallowable - (3) 

 
Bonding 

 
Allowable - (8) 

 
Not Addressed 

 
Allowable - (5) 

 
Civil Defense (local) 

 
Not Addressed 

 
Allowable with 
restrictions - (5) 

 
Not Addressed 

 
Compensation for Personal 
Services 

 
Unique criteria for support - 
(11) 

 
Unique criteria for 
support - (8) 

 
Unique criteria for support - 
(7) 

 
Defense & Prosecution of 
Criminal & Civil Proceedings 

 
Allowable with  restrictions - 
(14) 

 
Allowable with  
restrictions - (11) 

 
Allowable with  restrictions 
- (10) 

 
Goods or Services for Personal  
Use 

 
Not Addressed 

 
Unallowable - (19) 

 
Unallowable - (18) 

 
Housing & Personal Living 
Expenses 

 
Not Addressed 

 
Unallowable - (20) 

 
Unallowable as overhead 
costs - (19) 

 
Idle Facilities 

 
Allowable with restrictions - 
(24) 

 
Not Addressed 

 
Allowable with restrictions - 
(20) 

 
Interest, Fund Raising & 
Investment 

 
Allowable with  restrictions - 
(21, 26) 

 
Allowable with  
restrictions - (22) 

 
Allowable with  restrictions 
- (23) 

 
Lobbying 

 
Unallowable (certain 
exceptions at State/local 
level) - (27) 

 
Unallowable - (17, 24) 

 
Unallowable - (21) 

 
Memberships, Subscriptions, & 
Professional Activities 

 
Allowable for civic, 
community & social 
organizations with Federal 
approval - (30) 

 
Unallowable for civic, 
community & social 
organizations - (28) 

 
Unallowable for civic, 
community & social 
organizations - (30) 

 
Organizational Costs 

 
Not Addressed 

 
Not Addressed  

 
Allowable with prior 
approval - (31) 

 
Patents 

 
Not Addressed 

 
Allowable with 
restrictions - (29) 

 
Allowable with restrictions - 
(35) 

 
Professional Services Costs 

 
Allowable with  restrictions - 
(33) 

 
Allowable with  
restrictions - (32) 

 
Allowable with restrictions - 
(39) 

 
Proposal Costs 

 
Allowable with restrictions - 
(34) 

 
Allowable with 
restrictions - (34) 

 
Not Addressed 

 
Publication & Printing 

 
Allowable (35) 

 
Not Addressed 

 
Allowable with restrictions - 
(41) 
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Exhibit 1 
Selected Cost Items Not Treated the Same Among the Circulars 

(Reprinted from OMB Circular A-133 Compliance Supplement, April 1999) 
 
 
Selected Cost Items 

 
A-87 - State, Local & Indian 
Tribal Governments 

 
A-21 - Educational 
Institutions 

 
A-122 - Non-Profit 
Organizations 

Recruiting Costs Allowable with restrictions - 
(2) 

Allowable with 
restrictions - (37.b) 

Allowable with restrictions - 
(44) 

 
 
Relocation Costs 

 
 
Not Addressed 

 
 
Allowable with 
restrictions - (37.b) 

 
 
Allowable with restrictions - 
(45) 

 
Royalties 

 
Not Addressed 

 
Allowable with  
restrictions - (39) 

 
Allowable with  restrictions 
- (47) 

 
Selling & Marketing 

 
Not Addressed 

 
Unallowable - (42) 

 
Unallowable - (48) 

 
Specialized Services Facilities 

 
Not Addressed 

 
Allowable with 
restrictions - (44) 

 
Allowable with restrictions - 
(50) 

 
Substantial Relocation - Interest 
Provision 

 
Possible adjustment if 
relocated within useful life - 
(26) 

 
Possible adjustment if 
relocated within 20 years 
- (22) 

 
Possible adjustment if 
relocated within 20 years - 
(23) 

 
Taxes 

 
Allowable with  restrictions - 
(39) 

 
Allowable with  
restrictions - (46) 

 
Allowable with  restrictions 
- (51) 

 
Termination Costs 

 
Not Addressed 

 
Allowable with  
restrictions - (49) 

 
Allowable with  restrictions 
- (52) 

 
Training 

 
Allowable for employee 
development - (40) 

 
Allowable - (8.f) 

 
Allowable with limitations - 
(53) 

 
Travel 

 
Allowable with  restrictions - 
(41) 

 
Allowable with  
restrictions - (48, 50) 

 
Allowable with  restrictions 
- (55) 

 
Trustees (travel expense) 

 
Not addressed 

 
Unallowable - (50) 

 
Allowable with restrictions - 
(56) 
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Exhibit 2 
Selected Unallowable Cost Items 

(Reprinted from OMB Circular A-133 Compliance Supplement, April 1999) 
 

 
Selected Cost Items  

 
A-87 - State, Local & Indian 
Tribal Governments 

 
A-21 – Educational 
Institutions 

 
A-122 – Non-Profit 
Organizations 

 
Advertising & Public Relations 

 
Allowable with restrictions - 
(2) 

 
Allowable with 
restrictions - (1) 

 
Allowable with restrictions - 
(1) 

 
Alcoholic Beverages 

 
(4) 

 
(2) 

 
Unallowable - (2) 

 
Alumni Activities 

 
Not Applicable 

 
(3) 

 
Not Applicable 

 
Audit Services  

 
Allowable with restrictions - 
(5) and as addressed in OMB 
Circular A-133 

 
Allowable with 
restrictions as addressed 
in OMB Circular A-133 

 
Allowable with restrictions 
as addressed in OMB 
Circular A-133 

 
Civil Defense (local) 

 
Not Addressed 

 
Allowable with 
restrictions - (5) 

 
Not Addressed 

 
Commencement & Convocations 

 
Not Applicable 

 
(6) 

 
Not Applicable 

 
Compensation – Institution 
Automobile 

 
Not Addressed 

 
(8.g) 

 
Unallowable as overhead 
costs - (7g) 

 
Contingencies 

 
(12) 

 
(9) 

 
(8) 

 
Defense & Prosecution of 
Criminal & Civil Proceedings 

 
Allowable with restrictions - 
(14) 

 
Allowable with 
restrictions - (11) 

 
Allowable with restrictions - 
(10) 

 
Donations & Contributions 

 
(13) 

 
(13) 

 
(9, 12) 

 
Entertainment 

 
(18) 

 
(15) 

 
(14) 

 
Fines and Penalties 

 
Allowable with restrictions - 
(20) 

 
Allowable with 
restrictions - (18) 

 
Allowable with restrictions - 
(16) 

 
General Government Expenses 

 
(23) 

 
Not Applicable 

 
Not Applicable 

 
Goods or Services for Personal  
Use 

 
Not Addressed 

 
Unallowable - (19) 

 
Unallowable - (18) 

 
Housing & Personal Living 
Expenses 

 
Not Addressed 

 
(20) 

 
Unallowable as overhead 
costs - (19) 

 
Idle Facilities 

 
Allowable with restrictions - 
(24) 

 
Not Addressed 

 
Allowable with restrictions - 
(20) 

 
Insurance & Indemnification 

 
Allowable with restrictions - 
(25) 

 
Allowable with 
restrictions - (21) 

 
Allowable with restrictions - 
(22) 

 
Interest, Fund Raising & 
Investment 

 
Allowable with  restrictions - 
(21, 26) 

 
Allowable with  
restrictions - (22) 

 
Allowable with  restrictions 
- (23) 

 
Lobbying 

 
Unallowable except at 
State/local level - (27) 

 
(17, 24) 

 
(25) 

 
Losses on Other Sponsored 
Programs 

 
(42) 

 
(25) 

 
(26) 

 
Memberships, Subscriptions & 
Professional Activities 

 
Allowable with restrictions - 
(30) 

 
Allowable with 
restrictions - (28) 

 
Allowable with restrictions - 
(30) 
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Exhibit 2 
Selected Unallowable Cost Items 

(Reprinted from OMB Circular A-133 Compliance Supplement, April 1999) 
 

 
Selected Cost Items  

 
A-87 - State, Local & Indian 
Tribal Governments 

 
A-21 – Educational 
Institutions 

 
A-122 – Non-Profit 
Organizations 

 
 
Organizational Costs 

 
 
Not Addressed 

 
 
Not Addressed 

 
 
Allowable with prior 
approval - (31) 

 
Patents 

 
Not Addressed 

 
Allowable with 
restrictions - (29) 

 
Allowable with restrictions - 
(35) 

 
Pre-Agreement Costs 

 
Allowable with restrictions - 
(32) 

 
Allowable with 
restrictions - (31) 

 
Allowable with restrictions - 
(38) 

 
Publication & Printing 

 
Allowable (35) 

 
Not Addressed 

 
Allowable with restrictions - 
(41) 

 
Recruiting Costs 

 
Allowable with restrictions - 
(2) 

 
Allowable with 
restrictions - (37.b) 

 
Allowable with restrictions - 
(44) 

 
Relocation Costs 

 
Not Addressed 

 
Allowable with 
restrictions - (37.b) 

 
Allowable with restrictions - 
(45) 

 
Selling & Marketing 

 
Not Addressed 

 
(42) 

 
Unallowable as overhead 
costs - (48) 

 
Severance Pay 

 
Allowable with restrictions - 
(11.g) 

 
Allowable with 
restrictions - (43) 

 
Allowable with restrictions - 
(49) 

 
Student Activity Costs 

 
Not Applicable 

 
(45) 

 
Not Applicable 

 
Taxes 

 
Allowable with restrictions - 
(39) 

 
Allowable with 
restrictions- (46) 

 
Allowable with restrictions 
(51) 

 
Termination Costs 

 
Not Addressed 

 
Allowable with 
restrictions - (49) 

 
Allowable with restrictions - 
(52) 

 
Travel - First Class 

 
(41) 

 
(48) 

 
(55) 

 
Trustees  (travel expense) 

 
Not Applicable 

 
(50) 

 
Allowable with restrictions - 
(56) 

 
Under recovery of Costs on 
Federal Agreements 

 
(42) 

 
(25) 

 
(26) 

 
 
FEDERAL GUIDANCE - SPECIFIC   910 
 
The USDA’s Food and Nutrition Service (FNS) publishes additional guidance for 
Nutrition programs (NPs).  FNS Instruction 796-2, Financial Management – Child and 
Adult Care Food Program, provides guidelines for the allowability and allocation of 
costs. 
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In addition, the U.S. Department of Health and Human Services has published cost 
allocation guidance relating to childcare and Head Start programs.  See policy 
memoranda Log Nos. ACYF-IM-HS-01-06 and ACYF-IM-HS-01-13.  Legal and related 
authorities can be found in the Code of Federal Regulations (CFR).  These include, but 
are not limited to 45 CFR 74, 45 CFR 92, and 48 CFR 31. 
 
STATE PROGRAMS    915 
 
1. General Guidance  
 

Contractors are expected to follow the federal guidelines of the OMB cost circular 
applicable to their organizational structure (see SECTION 905 above).  Programs 
administered through CDE should also adhere to the following guidance regarding 
allowable costs and cost allocation: 

 
Program type Guidance 

Child Development programs (CDP) Funding Terms and Conditions (FT&Cs) 
Nutrition programs (NP) Child and Adult Care Food Program 

(CACFP) Budget Guidance 
 

As noted in SECTION 438, no indirect costs are reimbursable for Adult Basic 
Education (ABE) programs in accordance with ABE General and Program 
Assurances. 
 

2. Alternative Payment Programs 
 

The requirements for the minimum level of direct payment to providers were changed 
to the former limit of at least 75 percent of net reimbursable program costs and no 
more than 15 percent in administration. For the Stages contracts, at least 80 percent of 
net reimbursable program costs must be direct payments to providers.   
 
“Administrative costs” are defined as costs incurred for administrative activities 
where neither the family, the child nor the service providers directly benefit from the 
activity. 
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ALLOWABLE COSTS    920 
 
Audit Risk: that costs unallowable under CDE awards have been included in the cost 
pool and allocated to a contract.  Unallowable costs are more difficult to detect after they 
have been combined with other costs and spread to all of the programs. 
 

 
The auditor needs to be familiar with the costs that may be reimbursed under each 
program within the scope of the engagement. The regulatory guidance listed in 
SECTIONS 905 through 915, where applicable, should be referred to during audit 
planning and testing.  In general, the cost circulars emphasize the importance of 
consistency, adequate documentation and reasonableness of costs charged by a contractor 
to a program. 
 
Consistency – The contracting agency should apply its policies and procedures uniformly 
to both the government-financed programs and the other activities of the agency.  Similar 
categories of cost should be accorded similar treatment, regardless of the program to 
which costs are charged, and all costs should be determined in accordance with GAAP.   
 
The auditor should design tests to minimize the risk that the costs of one program were 
used to meet the cost sharing or matching requirements of another government-
subsidized program.  Cutoff tests can be applied to FYE reports to ensure that costs 
charged immediately before or after the FYE were not claimed in more than one period. 
 
Adequate documentation - The contracting agency should have written support to 
substantiate costs charged to a program.  This documentation should be consistent with 
the agency’s policies and procedures. 
 
The auditor should verify existence of a written cost allocation plan.  If the agency uses 
an indirect cost allocation method, the rate cannot exceed 8% in any of the state child 
development programs.  See Section 930, Indirect Costs, for negotiation and approval of 
indirect cost plans. 
 
Reasonableness – When testing expenses charged to government-subsidized programs, 
the auditor should be cognizant of Federal and State requirements and the terms and 
conditions of the award. In addition, the auditor needs to use professional judgment in 
determining whether reimbursed costs are ordinary and necessary for the operation of the 
agency or performance of the contract. 
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DIRECT COSTS  925 
 
Audit Risk: that a cost that has been allocated to an award as an indirect cost has also 
been assigned to the award as a direct cost.  The auditor needs to be aware of the 
potential of “double-dipping.”    
 

 
If a cost can be specifically identified with other final cost objectives of the agency, then 
it is a direct cost of those objectives and cannot be assigned to other awards, directly or 
indirectly.  However, a direct cost that is minor in amount can be treated as an indirect 
cost if that is more practical as long as the accounting treatment for such costs is applied 
consistently. 
 
INDIRECT COSTS  930 
 
Indirect costs are those that have been incurred for common or joint program objectives 
and cannot be readily identified with a particular final cost objective.  Typical examples 
of indirect costs in CDE programs are: 
 
1. depreciation on buildings and equipment 
2. operating and maintenance costs 
3. management salaries, benefits and overhead expenses 
4. accounting 
 
Audit Risk: that the agency’s indirect cost pool includes costs that should be charged 
directly to unallowable activities. 
 
 
In addition to the risks noted in Sections 920 and 925, the auditor should examine the 
agency’s treatment of unallowable costs.  These costs should be treated as direct costs 
and be allocated their share of the agency’s indirect costs if these unallowable costs 
represent activities that: 
1. include salaries 
2. occupy space, and 
3. benefit from the agency’s indirect costs. 
 
For example, if an agency receives government funding for child development programs 
and it conducts fundraising activities, the costs associated with the fundraising are 
unallowable (under both federal and state awards).  In addition to the direct costs of 
fundraising, all applicable indirect costs should be allocated to this unallowable cost 
group.   The salary, benefits and other overhead costs of the individual responsible for  the  
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unallowable activities are examples of indirect costs that should be allocated to 
fundraising.  The allocation for that employee should be based on the percentage of time 
devoted to fundraising. 
 
COST ALLOCATION METHODS  935 
 
OMB Circulars A-122 and A-87 discuss four cost allocation methods. Regardless of the 
method implemented, the base used must be supported by current data, and it must 
accurately measure the benefits to each program or award.  
 
The Direct Allocation Method is normally used by agencies that have only one major 
function and/or the agency’s indirect costs consist exclusively of general and 
administrative (G&A) expenses.  Costs are allocated as follows: 
1. Costs are generally separated into three categories:  G&A; Fundraising (or other 

unallowable activity); and Other Direct Functions. 
2. Joint costs (i.e., depreciation, rent, and telephone expenses) are prorated individually 

as direct costs using a base appropriate to the cost. 
 
Example allocation bases by program type: 
 Alternative Payment programs - Number of Children Served 
 Food programs – Staff Time per Fund 
 Resource & Referral programs – Staff Time per Fund 
 Center-Based programs – Adjusted Days of Enrollment  
 
For agencies that have more than one major function, or its major functions benefit from 
indirect costs in varying degrees, it is more efficient to develop an indirect cost rate.  As 
noted in Section 920, the resulting rate cannot exceed 8% in child development 
programs.  The methods used to calculate indirect cost rates are: 
1. Simplified allocation method 
2. Multiple allocation base method 
3. Special indirect cost rates 
 
As noted in Section 930, costs that represent unallowable activities must be included as 
direct costs when calculating an indirect cost rate. 
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The Simplified Allocation Method can be used when: 1) the federal award is not material; 
there is only one major function; or all major functions benefit equally from its indirect 
costs.  Steps: 
1. Total costs for the base period are separated as either direct or indirect. 
2. Total allowable indirect costs (net of credits) are divided by an equitable distribution 

base. 
a. Both the direct and indirect costs must exclude capital expenditures and 

unallowable costs. 
b. The distribution base may be total direct costs (net of capital items), direct salaries 

and wages, or other base that results in an equitable distribution, and is common 
to the benefiting functions during the base period. 

 
The Multiple Allocation Base Method should be used when an agency’s indirect costs 
benefit its major functions in varying degrees.  Steps: 
1. Indirect costs are separated into cost groupings (pools of expenses of like character in 

relation to the benefits provided). 
2. Each grouping is then allocated individually to the benefiting functions, using a base, 

which best measures, the benefits. 
3. An indirect cost rate should be developed for each of the cost pools identified in Step 

1, above. 
 
If a cost grouping can be assigned directly to the function benefited, that is the allocation 
that should be made. 
 
Special Indirect Cost Rates - Occasionally, an agency may perform an activity under a 
single award or group of awards that generates a significantly different level of indirect 
costs.  In this case, a single indirect cost rate is inappropriate, and a rate for a special 
indirect cost pool should be developed during the course of the regular allocation process.  
The special rate should be used when the volume of work to which the rate would apply 
is material, and the rate should differ significantly from the rate that would have resulted 
from the other methods described above. 
 
NEGOTIATION AND APPROVAL OF RATES  940 
 
Federal – Preapproval of indirect cost rates must be made by the cognizant agency only if 
the funds are received directly from the federal government.  The majority of federal 
funds for nutrition and child development programs are not received directly, but are 
passed through the CDE. 
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State – Pre-approval of indirect cost rates is only required by the CDE for certain 
agencies with center-based contracts. If such an agency has commingled childcare 
services (subsidized and nonsubsidized children in the same classroom at the same time), 
and the agency does not want to use Adjusted Days of Enrollment as its allocation base, 
preapproval by CDE is required.  
 
All agencies must keep their cost allocation plan (CAP) on file at the agency’s 
headquarters.  Auditors should review and test the CAPs during the annual audit. 
 
COMMON COST ALLOCATION ERRORS 945 
 
Allocation of Payroll – The distribution of salaries and wages to awards for all employees 
(whether direct-charge or indirect allocation) must be supported by some type of 
personnel activity report.  The documentation for not-for-profit organizations can include 
time sheets or distribution reports, but they must: 
 
1. be prepared at least monthly and must coincide with one or more pay periods; 
 
2. represent after-the-fact determinations of activity, rather than estimates; 
 
3. coincide with one or more pay periods; and 
 
4. be signed by the individual employee, or a supervisory official who has first-hand 

knowledge of the activities performed by the employee and can acknowledge whether 
the documentation provides a reasonable representation of the time worked in each 
grant during that particular period. 

 
Local governments are required to maintain similar documentary support, except that the 
personnel activity reports must be signed by the individual employee.  Educational 
institutions should review the provisions of OMB Circular A-21, section J (8) for 
additional payroll allocation provisions. 
 
If an agency chooses to use distribution reports as the basis for cost allocation, the results 
should be verified monthly.  Changes will necessitate a revision to the CAP.  The agency 
must document each period (month or pay period) the verification was performed, and 
the results. 
 
For new programs or staff positions, allocations may be made initially on the basis of 
estimates before the services are performed, provided that such allocations are promptly 
adjusted if activity records indicate significant differences. 
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Misallocation of square footage -  If facility expenses are prorated, the time-floor method 
of allocation is recommended.  Proration will be based on the floor area occupied by the 
program in proportion to the total floor area and the percent of time such floor area is 
used.  This should be supported by the personnel activity reports. 
 
Lack of consistency – The same type of cost should be treated in the same manner in all 
programs. 
 
FACILITIES & ADMINISTRATION COSTS 950 
 
The three OMB cost principles circulars differ in the treatment and/or definition of 
Facilities and Administration (F&A) costs: 
 
Not-for-profit  - Organizations that receive more than $10 million in Federal funding of 
direct costs in a fiscal year are required to separate the indirect cost component into these 
two categories.  The rate for each category must be stated as the percentage that the 
amount of the particular indirect cost category (facilities or administration) is of the 
distribution base identified with that category.  This is described in detail in OMB 
Circular A-122. 
 
Local Governments – OMB Circular A-87 does not require a breakout of F&A costs, 
regardless of the amount of Federal funding received. 
 
Educational Institutions – For the purpose of OMB Circular A-21, F&A costs are 
synonymous with “indirect costs.”  
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XYZ Child Development, Inc. 
GENERAL INFORMATION 

 
June 30, 200X 

                                                                                                                                                              
1. Full official name of the agency . . . . . . . . . . . . . . . . . . . . . . . XYZ Child Development, Inc. 
 
2. Program name and contract number:                          

   General Center . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . …GCTRxxxx 
   Child Care and Development Block Grant Center. . . . . . . . . . . . . . . . . .  . . . FCTRxxxx 
   Extended Day Care (Latchkey) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . …GLTKxxxx 
   CCD Block Grant Expansion Alternative Payment, Stage III CalWORKs . .   F3TOxxxx 
   CCD Block Grant Local Planning Council . . . . . . . . . . . . . . . . . . . . . . . . . . . FLPCxxxx 
   GCC Instructional Materials and Supplies . .  .. . . . . . . . . . . . . . . . . . . . . . . .  GIMSxxxx 
   Preschool Sub-Contract, XYZ School District . . . . . . . . . . . . . . . . . . . . . . ….. .GWAPxxxx 

 
3. Type of agency . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Nonprofit Corporation 
 
4. Address of agency headquarters . . . . . . . . . . . . . . . . 1000 N. Main Street 
                 Small Town, CA  958xx 
 
5. Names and address of Executive Director 

and name of Chief Executive Officer, Business 
Officer, or Accountant 

 
Executive Director . . . . . . . . . . . . . . . . . . . . .Gina Anonymous   

            2000 S. Child Drive 
            Smalltown, CA 9xxxx 

 
Business Officer . . . . . . . . . . . . . . . . . . . . . . Joe McNice 

 
6. Telephone number . . . . . . . . . . . . . . . . . . . . . . . . . . .(916) 555-1212 
 
7. Period covered by examination . . . . . . . . . . . . . . . . July 1, 200X  through June 30, 200X 
 
8. Number of days of agency operation . . . . . . . . . . . . 250 days 
 
9. Scheduled hours of operation each day . . . . . . . . . . Homes: Up to 23 hours a day 

                          Centers: 7:00 a.m. - 6:00 p.m. 
           Office: 8:15 a.m.-5:00 p.m.  
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 Auditor's Letterhead 
 
 Independent Auditor's Report  
 
 
 
To the Board of Directors 
XYZ Child Development, Inc. 
 
We have audited the accompanying statement of financial position of XYZ Child Development, 
Inc. (a not-for-profit organization), as of June 30, 200X, and the related statements of activities, 
functional expenses, and cash flows for the year then ended.  These financial statements are the 
responsibility of XYZ Child Development, Inc.'s management.  Our responsibility is to express an 
opinion on these financial statements based on our audit. 
 
We conducted our audit in accordance with auditing standards generally accepted in the United 
States of America and the standards applicable to financial audits contained in the Government 
Auditing Standards issued by the Comptroller General of the United States.  Those standards require 
that we plan and perform the audit to obtain reasonable assurance about whether the financial 
statements are free of material misstatement.  An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial statements.  An audit also includes assessing 
the accounting principles used and significant estimates made by management, as well as evaluating 
the overall financial statement presentation.  We believe that our audit provides a reasonable basis 
for our opinion.  
 
In our opinion, the financial statements referred to above present fairly, in all material respects, the 
financial position of XYZ Child Development, Inc., as of June 30, 200X and the changes in its net 
assets and its cash flows for the year then ended in conformity with accounting principles generally 
accepted in the United States of America. 
 
In accordance with Government Auditing Standards, we also have issued our report dated September 
XX, 200X, on our consideration of XYZ Child Development, Inc.’s internal control over financial 
reporting and our tests of its compliance with certain provisions of laws, regulations, contacts and 
grants.  That report is an integral part of an audit performed in accordance with Government 
Auditing Standards and should be read in conjunction with this report in considering the results of 
our audit. 
 
Our audit was conducted primarily for the purpose of expressing an opinion on these basic financial 
statements taken as a whole.  The accompanying Combining Schedule of Expenditures by State 
Categories and the California Department of Education supplementary information for the year 
ended June 30, 200X, are presented for purposes of additional analysis and are not a required part of 
the basic financial statements.   
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 Independent Auditor's Report (Continued) 
 
 
This additional information has been subjected to the audit procedures applied in the audit of the 
basic financial statements, which are in conformity with the Audit Guide for Audits of Child 
Development and Nutrition Programs issued by the California Department of Education, and all 
other laws, regulations and sub-grant requirements.  In our opinion, this additional information is 
fairly stated, in all material respects, in relation to the basic financial statements taken as a whole.   
 
 
 
Bean, Bean & Counter 
Certified Public Accountants 
 
 
September 30, 200X 
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XYZ CHILD DEVELOPMENT 
STATEMENT OF FINANCIAL POSITION 

JUNE 30, 200X 
 
 
ASSETS 

Cash $            982,725 
Accounts Receivable: 
     Parent Fees                 86,600
     State of California                 15,521
     Employees                     334
     Food Subsidy Receivable                  8,034
     Promises and Contributions, net (Note 4)               185,333
  Total Accounts Receivable              295,822
Investments, at fair value (Note 5)              600,130
Prepaid Insurance Expense                  1,132
Due from Other Funds (Note 18)               322,544
          Total Current Assets           2,202,353
 
Long-Term Promises and Contributions, net (Note 4)              117,667
Long-Term Investments, at fair value (Note 5)              334,634
Land, Building and Equipment, net (Note 3)            1,290,000
 
     Total Assets $         3,944,654
 

LIABILITIES AND NET ASSETS
 
 Accounts Payable    $            649,616
 State of California              454,025
 Employees Vacation (Note 6)                68,486
 Due to Child Care Providers (Note 7)              349,080
 Food Subsidy Advance (Note 8)               41,366
Accrued Wages and Payroll Taxes               37,000
Refundable Deposits                      16
Due to Other Funds (Note 18)             322,544
Deferred Income (Note 9)               50,000
State and Child Development Reserves (Note 13)              223,231
Current Portion Under Capital Leases (Note 11B) $              50,000
          Total Current Liabilities          2,245,364
 
Government Owned Fixed Assets (Note 3)              275,000
Long-Term Capital Leases Payable (Note 11B) $            609,000 
          Total Liabilities             3,129,364
 

NET ASSETS
 
Unrestricted (Note 20)           1,066,333
Temporarily Restricted (Note 19)        (251,043)
           Total Net Assets $            815,290 
 
     TOTAL LIABILITIES AND NET ASSETS    $         3,944,654
 

The accompanying notes are an integral part of these financial statements
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XYZ Child Development, Inc. 
STATEMENT OF ACTIVITIES 
For the Year Ended June 30, 200X 

 
 
SUPPORT, REVENUE AND GAINS 

 
 

Unrestricted 

  
Temporarily 
   Restricted   

 
 

    Total   
 Support 
     State Appointments - One Time Only Grants $ $          26,545 $     26,545
     Restricted Program Income:  
     - United Way 86,966 86,966
     - Donations and Promises 383,000 383,000
     - Private Foundation Rent Subsidy 60,000 60,000
     - Maintenance of Effort 27,000 27,000
     - CACFP Audit Cost Reimbursement 3,000 3,000
     - Transfers from CDD Reserves 5,000 5,000
     - In-Kind Services and Matching (Note 2E)             2,500               2,500         5,000
  Total Support         567,466             29,045     596,511
Revenue 
     State Apportionments       $        806,500 806,500
     Federal Funds 6,834,092 6,834,092
     Non-Government Sponsored Programs 408,167 408,167
     Parent Fees 327,081 327,081
     Investment Income: 
     - Interest 6,445 250 6,695
     - Dividends 1,751 1,751
     Fundraising and Other Income           10,161         10,161
 Total Revenue      8,394,197                 250  8,394,447
Gains 
     Investments, Net Realized and Unrealized             2,825           2,825
NET ASSETS RELEASED FROM RESTRICTIONS
     Satisfaction of Program Restrictions 5,400 (5,400)
        TOTAL SUPPORT, REVENUE AND GAINS      8,969,888             23,895  8,993,783
EXPENSES 
    Program Services:                                  
       Child Development Programs 1,461,628 1,461,628
       Preschool Subcontract, XYZ School District 100,000 100,000
       Child Care Food Program 3,810,682 3,810,682
       Head Start Program 2,775,000    2,775,000
         Total: 8,147,310 8,147,310
    Supporting Services         750,000       750,000 
 
TOTAL EXPENSES      8,897,310    8,897,310
EXCESS OF TOTAL SUPPORT, REVENUE AND 72,578 23,895 96,473
    GAINS OVER OTHER EXPENSES  
     Other Changes in Net Assets - Building and
         Equipment Depreciation          (1,910)        (1,910)
INCREASE IN NET ASSETS BEFORE CUMULATIVE 70,668 23,895 94,563 
    EFFECT OF CHANGE IN ACCOUNTING  
 
CUMULATIVE EFFECT OF CHANGE IN           22,889         22,889
     ACCOUNTING PRINCIPLE (NOTE 2C)
 
INCREASE IN NET ASSETS 93,557 23,895 117,452
 
NET ASSETS AT BEGINNING OF YEAR 941,620 15,228 956,848
 
Prior Period Adjustments (Note 10)           31,156        (290,166)  (259,010)
 
           NET ASSETS, RESTATED         972,776        (274,938)    697,838
    
NET ASSETS AT END OF YEAR $    1,066,333 $      (251,043) $   815,290
 

The accompanying notes are an integral part of these financial statements. 
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  XYZ Child Development, Inc. 
Statement of Functional Expenses 
For the Year Ended June 30, 200X 

 
 

 
 Program Services  Support Services  

  

  

Child
Development 

Programs 
Child Care 

Food Program 
Head Start 
Program 

Pre-School 
Sub-Contract 

Total Program 
Services

Management 
and General 

Fund 
Raising 

Total 
Support 
Services 

                    Total  
     Expenses   

      $    $    $    $    $     $    $   $        $ 
Accounting and Audit   

        
         

         
           

          
          

           

          
          

           
           

           
         
          

           

       
           
           

          
           

          
          

9,000 17,576 24,500 3,000 54,076  19,000  19,000 73,076
Books, Dues, and Subscriptions 

 
2,543 2,439 25,000  29,982     29,982 

Child Care Providers 152,000 2,833,659
 

 2,985,659
 

2,985,659
Consultants and Professional Fees 41,000 39,000 80,000 80,000
Contracts for Personal Services 223,007 190,237 100,000 513,244 28,500 28,500 541,744
Contracts, Rents and Leases

 
107,563 37,500 75,000 25,800 245,863 73,360 120 73,750 319,613

Custodial Services 3,000 2,400 2,400 1,200 9,000 9,000
Depreciation 10,500 3,500 14,000 14,500  14,500 28,500
Equipment 58,302 3,500 15,000 500 77,302 77,302
Food and Food Supplies 30,081 15,039 7,500  52,620  8,000 500 8,500 61,120 
Instructional Materials and Supplies 

 
24,594 1,644 33,750 425 60,413 26,290 26,290 86,703

Insurance 8,287 13,177 10,000 4,500 35,964 4,890 110 5,000 40,964
Legal 8,419 9,050 5,500 2,800 25,769 18,500 18,500 44,269
Miscellaneous 75 2,683 5,000 7,758 500 500 8,258
Office Expenses 2,600 980 3,800 200 7,580 2,280 170 2,450 10,030
Payroll Taxes and Fringe Benefits 

 
86,974 49,111 432,450 13,000 581,535 273,710 570 274,280 855,815

Postage 1,790 1,825 3,100 150 6,865 1,880 120 2,000 8,865
Printing and Publications 8,250 2,800 5,125 16,175 5,560 650 6,210 22,385
Salaries and Wages 538,291 270,892 1,772,500 

 
40,700 2,622,383 

 
 835,776 2,238 

 
838,014 

 
3,460,397 

Start-Up Expenses 5,200 5,200 5,200
Site Improvements 19,975 7,500 27,475 27,475
Taxes and Licenses

 
475 790 1,725 225 3,215 510 40 550 3,765

Telephone 2,650 3,900 3,300 240 10,090 1,975 125 2,100 12,190
Travel, Meetings and Conferences

 
10,153 11,976 11,400 33,529 11,550 450 12,000 45,529

Uncollectible Promises to Give
 

0  1,900 1,900 1,900
Utilities 6,505 20,204 19,300 260 46,269 2,860 40 2,900 49,169
Vehicle Costs ____________               4,800               3,600 ___________               8,400  ___________ ________ ________                8,400 
Total Expenses Before Indirect Costs: 
 

1,361,234 3,535,182
 

         
    

2,570,950
 

93,000 7,560,366
 

1,329,911
 

7,033
 

1,336,944
 

8,897,310

Indirect Costs _____100,394 _____275,500 _____204,050 ______7,000 _____586,944  _____586,944  ________ (586,944)  ____________
TOTAL $     1,461,628 $     3,810,682 $     2,775,000 $      100,000 $     8,147,310  $        742,967 $     7,033 $  750,000  $      8,897,310 

           
      The accompanying notes are an integral part of these financial statements 
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XYZ Child Development 
STATEMENT OF CASH FLOWS 
For the Year Ended June 30, 200X 

 
Cash Flows From Operating Activities:
     Cash Received From: 
          State Apportionments - One-Time Only Grants $          26,545
          State Apportionments 790,979
          Federal Funds 6,080,610
          County of XYZ - Maintenance of Effort 27,000
          Non-Government Sponsored Programs 408,167
          Contributions 86,966
          Donations and Promises 159,878
          Parent Fees 240,481
          Net Realized Gains 2,889
          Interest and Dividends 8,446
          Others              12,661
 7,844,622
 
     Cash Disbursed To: 
          Center and Child Care and Development Block Grant Programs 673,217
          Latchkey Program 350,048
          Alternative Payment Block Grant Expansion Program 172,384
          Before and After School Expansion Program 5,800
          Preschool Sub-Contract, XYZ School District 77,000
          Child Care Food Program 2,840,391
          Head Start Program 2,483,400
          Non-Government Sponsored Programs 697,831
          One-Time Only Grants                2,362
         7,302,433
     Net Cash Provided by Operating Activities $        542,189
 
Cash Flows From Investing Activities
          Purchase of Fixed Assets (145,354)
          Proceeds from Sale of Fixed Assets 4,150
          Purchase of Investments 58,900
          Proceeds from Sale of Investments           (125,600)
     Net Cash Used by Investing Activities $      (207,904)
 
Cash Flows From Financing Activities
          Capital Lease Payments           (200,000)
     Net Cash Flows From Financing Activities $      (200,000)
 
Net Increase in Cash and Cash Equivalents 134,285
Cash and Cash Equivalents at Beginning of Year            848,440
Cash and Cash Equivalents at End of Year $        982,725 
 
Reconciliation of Change in Net Assets to Net Cash Provided by Operating Activities: 
  
  Change in Net Assets Before Cumulative Effect of Change in Accounting Principle  $          94,563 
  Adjustments to Reconcile Change in Net Assets to Net Cash Provided by Operations:     
          Cumulative Effect of Change in Accounting Principle (22,889)
          Depreciation 28,500 
          Net Realized and Unrealized Gains on Investments (2,825)
                Decrease/(Increase) in: 
                - Accounts Receivable 219,853 
                - Promises and Contributions (235,333)
                - Investments 130,000 
                - Prepaid Expenses (250)
                Increase in: 
                - Accounts Payable 254,746
                - Deferred Income 25,000
                - State Child Development Reserves              53,610
 
          Total Adjustments            447,626
Net Cash Provided by Operating Activities $       982,725
 
Supplemental Data for Noncash Investing and Financing Activities:
 
          Donations of U.S.D.A. Food Commodities $          5,000  
          Donations of Food  $          2,500  
          In-Kind Services  $          2,500  
 

The accompanying notes are an integral part of these financial statements 
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 XYZ Child Development, Inc. 
 NOTES TO FINANCIAL STATEMENTS 
 YEAR ENDED JUNE 30, 200X 
 
NOTE 1:   GENERAL INFORMATION 
 
XYZ Child Development, Inc. (the Agency) was incorporated as a nonprofit corporation in 1967 
to provide educational programs for the care of children outside their homes.  It was granted tax-
exempt status by the Internal Revenue Service under Section 501(c)(3) and by the California 
Franchise Tax Board under Section 23701 (d).  The Agency is both publicly and privately 
funded and administers federal, state, county, and social service contracts and grants.  The 
Agency contracts with the Department of Health and Human Services to operate a County Head 
Start  program in Small Town and Any Town; and contracts with the California Department of 
Education (CDE) to operate child care centers and programs in XXX County and XXX School 
District, and to administer center and day care home child care food programs  in XXX County, 
YYY County and ZZZ County. The Agency also receives funds from private donations, 
promises and nonsubsidized child care fees. 
 
NOTE 2:   SIGNIFICANT ACCOUNTING POLICIES 
 
The financial statements of the Agency have been prepared on the accrual method of accounting. 
The assets, liabilities, and net assets are classified in accordance with specified restrictions or 
objectives. 
 
CHANGE IN ACCOUNTING PRINCIPLES - Change For New Pronouncements:  (If not the 
first year, the Independent Auditor’s Report would not include this reference). 
 

A. Financial Statement Presentation 
 

In 200X-200X, the Agency elected to adopt Statement of Financial Accounting Standards 
(SFAS) No. 117, "Financial Statements of Not-for-Profit Organizations".  Under SFAS No. 
117, the Agency  is required to report information regarding its financial position and activities 
according to three classes of net assets: unrestricted net assets, temporarily restricted net assets, 
and permanently restricted net assets.  The Agency  is required to present a Statement of Cash 
Flows.  In addition, the Agency has  presented a Statement of Functional Expenses, which 
provides useful information about expenses by function (program and service) in an effort to 
associate its expenses with its service efforts and accomplishments. The Agency has 
reclassified its financial statements to present the three classes of net assets required.  

 
B. Contributions/Government Grants 

 
The Agency also elected to adopt SFAS No. 116, "Accounting for Contributions Received and 
Contributions Made," in 200X-200X.  In accordance with SFAS No. 116, contributions 
received are recorded as unrestricted, temporarily restricted, or permanently restricted support 
depending on the existence and/or nature of any donor restrictions.  Under SFAS No. 116, such 
contributions are required to be reported as temporarily restricted support and are then 
reclassified to unrestricted net assets upon expiration of the time restriction.  As permitted by 
SFAS No. 116, the Agency has retroactively applied the provisions of this new Statement by 
restating net assets as of June 30, 200X.  The effect of this new statement on the Agency’s  net 
assets and change in net assets for 200X, was an increase of $403,000, from what would have  
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XYZ Child Development, Inc. 
 NOTES TO FINANCIAL STATEMENTS 
 YEAR ENDED JUNE 30, 200X 

 
been reported under prior accounting principles.  In addition, all CDE contracts are considered 
revenue, except for one-time only grants.  One-time only grants are considered as support.  The 
effect is $23,957 in revenues not earned on these one-time-only grants instead of deferred 
income. 

 
C.  Investments 
 
In prior years, the Agency recorded all investments at cost.  Effective July 1, 200X, the 
Agency adopted SFAS No. 124, Accounting for Certain Investments Held by Not-for-Profit 
Organizations. Under SFAS, investments in marketable securities with readily determinable 
fair values and all investments in debt securities are valued at their fair values in the Statement 
of Financial Position.  Unrealized gains and losses are included in the change in net assets.  As 
permitted by SFAS No. 124, the Organization applied the provisions of this new Statement by 
reflecting the cumulative effect of the change, amounting to $22,889 in the Statement of 
Activities.  The adjustment represents unrealized gains on investments that had not previously 
been recognized in the financial statements.  

 
  D.  Donated Services 
 

Donated services are recognized in the financial statements as revenue and expense in equal 
amounts at their estimated fair values.  Grantee contributions (in-kind) totaling $2,500 include 
space donation, professional and volunteer time charged at a rate pursuant to related contract 
provisions.   There were no amounts receivable in future years. 

 
 E.  Donated Food 

 
The Agency received food donated with an estimated fair value during the year from the 
following sources: 

 
U.S.D.A., CACFP  Donated Food Commodities  $   5,000 
Supermarket            2,500  

Total       $   7,500  
 

 F.  Audit Cost Reimbursement 
 

The Agency received a reimbursement of $3,000 from the Child Nutrition and Food 
Distribution Division’s Office of External Audits for the Child and Adult Care Food Program’s 
(CACFP) portion of the total audit costs for the year ending June 30, 200X.  Although, the 
above amounts for Donated Services, Donated Food and Audit Cost Reimbursement are not 
considered material for Generally Accepted Accounting Principles (GAAP) disclosure, it is 
required by the CDE. 
 
G.  Unrestricted Net Assets - Portion of net assets over which the governing board has 
discretionary control for general operations of  the Agency.  The Agency accounts for the  
Child Development Program’s (CDP) contracts, Child Nutrition Program’s agreements, 
Headstart Program, and Non-Government  Sponsored Programs as unrestricted. The only 
limits on unrestricted net assets are limits resulting from contractual agreements. 
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XYZ Child Development, Inc. 
 NOTES TO FINANCIAL STATEMENTS 
 YEAR ENDED JUNE 30, 200X 

 
H.  Temporarily Restricted Net Assets - Portion of net assets resulting from contributions, 
pledges and other inflows of assets whose use by the Agency is limited by donor-imposed 
restrictions that expire by passage of time.  The Agency accounts for the one-time only CDP’s 
grants as temporarily restricted, as there are purpose restrictions, which limit their use.  When 
the purpose restrictions are accomplished, the temporarily restricted net assets are reclassified 
to unrestricted net assets. 

  
 I.  Cash and Cash Equivalents 
 

 The Agency considers highly liquid investments purchased with a maturity of three months or 
 less, other than such investments held in the long-term portfolio, to be cash equivalents. 
 
 J.  Concentration of Credit Risk for Cash Held in Banks  
 
  The Agency maintains cash balances in excess of the Federal Deposit Insurance Corporation 
 (FDIC) guaranteed limit up to $100,000 in each bank.  XYZ’s uninsured cash balances totaled 
 $ 498,639. 
 
 K.  Land, Building, Furniture  and Equipment  
 
 All purchased fixed assets are valued at cost where historical records are available and at an 

estimated historical cost when no historical records exist. Donations of property and equipment 
are recorded as support at their estimated fair value on the date received.  Such donations are 
reported as unrestricted support unless the donor has restricted the donated asset to a specific 
purpose.  Assets donated with restrictions regarding their use and contributions of cash that 
must be used to acquire property and equipment are reported as restricted support.  Absent 
donor stipulations regarding how long those donated assets must be maintained, the Agency  
reports expirations of donor restrictions when the donated or acquired assets are placed in 
service as instructed by the donor.  The Agency  reclassifies temporarily restricted net assets to 
unrestricted net assets at that time.  Property and equipment are depreciated using the straight-
line method. 

 
L.  Assets Purchased With Government Funds  

 
 Assets purchased with governmental grant or contract funds may not be depreciated.   They 

remain the property of the government for the life of the asset.  The Agency holds assets in 
trust for the government and therefore, the assets have been recorded on the statement of 
financial position as both an asset and a liability .  
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XYZ Child Development, Inc. 
 NOTES TO FINANCIAL STATEMENTS 
 YEAR ENDED JUNE 30, 200X 
 
NOTE 3:   LAND, BUILDING, FURNITURE AND EQUIPMENT 
 
Building and equipment not purchased with government funding are depreciated by the straight-
line method over their estimated useful lives ranging from five to thirty years. 
 
 
                      Land and          Furniture & 
                                 Building   Equipment           Total     
 
Balance, July 1, 200X                   $    900,000     $   382,302        $  1,282,302 
 
     Additions: 

Expenditures from:                                     
 

Child Development Programs                        58,302                 58,302 
Preschool Sub-Contract    
Child Care Food Program       
Head Start              15,000           15,000 
Non-Government-Sponsored                       50,000        23,500           
73,500 

Total (footnote sources)       50,000         96,802          146,802  
   Deductions: 
   (Disposed at recorded value)  
 

Child Development Programs                                 1,650             1,650 
 Preschool Sub-Contract    
Child Care Food Program       
Head Start                           
Non-Government-Sponsored                     0                    2,500                 2,500 

Total (footnote sources)             0                    4,150             4,150  
 

Balance, June 30, 200X     950,000     474,954            1,424,954 
 

Less Accumulated Depreciation                 34,200              100,754         134,954   
 
Net Fixed Assets, June 30, 200X          $   915,800        $    374,200         $ 1,290,000   
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XYZ Child Development, Inc. 
 NOTES TO FINANCIAL STATEMENTS 
 YEAR ENDED JUNE 30, 200X 
 
NOTE 3:  LAND, BUILDING, FURNITURE AND EQUIPMENT (Continued) 
 
 
 

SUMMARY OF REVERSIONARY INTEREST 
 
                                                                     Government            XYZ 
                      Owned             Owned              Total       
 
Land and Building            $      90,000      $    860,000     $   950,000 
Furniture and Equipment      185,000     289,954    474,954 

   275,000  1,149,954  1,424,954 
Less: Accumulated Depreciation                0     134,954    134,954 

                                                                              
    Net Fixed Assets, June 30, 200X          $    275,000      $ 1,015,000    $ 1,290,000 
 
In order to fulfill its accountability of government-owned assets, CDE requires the above summary 
disclosure of its reversionary interest in the fixed assets acquired by the agency with CDE funds. 
 
 
 
NOTE 4:  PROMISES TO GIVE AND CONTRIBUTIONS RECEIVABLE   
 
At June 30, 200X, promises and contributions receivable are due to be collected as follows: 
 

Gross Unconditional Promises to Give      $    426,550 
        (Less): Allowances for Uncollectible Promises to Give                (81,600) 

Unamortized Discount             (41,950)  
Net Uncollectible Promises to Give      $    303,000   

 
Receivable in Less than One Year       $    185,333 
Receivable in One to Five Years             117,667  

$    303,000  
 
In accordance with SFAS Nos. 116, the full amount of $303,000 is recognized as support as the 
Agency was notified in the current year that the entire  amount would be receivable. 
 
The 6.25% discount rate is based on the three-year Treasury Note rate listed in the Wall Street 
Journal as of June 30, 200X. 
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XYZ Child Development, Inc. 
 NOTES TO FINANCIAL STATEMENTS 
 YEAR ENDED JUNE 30, 200X 
 
NOTE 5:   INVESTMENTS 
 
Investments are presented in the financial statements at their readily determinable fair values and are 
stated at fair market values in the Statement of Financial Position. Investments of property are 
recorded at the fair value at the date of donation. Unrealized gains and losses are included in the 
change in net assets in the accompanying Statement of Activities.  Investments at June 30, 200X, 
consisted of the following: 

    
                              Unrealized  
   Fair Value             Cost                 Gain       

CURRENT ASSETS:          
 

U.S. Government Obligations   $   600,130       $   600,130     $       -             
 
LONG-TERM ASSETS: 
 

Guaranteed Investment Certificate             $       5,826     $      5,826    $         - 
Common Stocks          100,200           88,805          11,395 
Mutual Funds            49,907           43,614            6,293 
Bonds                       13,701           12,000            1,701 
Real Estate Held for Resale                  165,000            160,000            5,000    

           $   284,634       $  260,245      $  24,389   
 
The unrealized gain,  above of $24,389, includes the cumulative effect of $22,889 in accordance 
with SFAS 124, as referenced to in Note 2C.  
 
The Agency  holds significant investments in the form of fixed-income, equity securities and mutual 
funds.  Credit risk is the failure of another party to perform in accordance with the contract terms. 
The Agency  is exposed to credit risk for the amount of the investments.  The Agency has never 
sustained a loss on any investment due to nonperformance and does not anticipate any 
nonperformance by the issuers of the securities. 
 
Investment income as listed in the statement of activities is net of management fees of $ 1,564 for 
200X.  Realized and unrealized investment gains and losses as well as investment income are 
allocated by the market value unit method to each fund based on its percentage ownership of the 
pooled investments.  The following schedule summarizes the net investment return and its 
classification in the statement of activities for the year ended June 30, 200X: 
 
Realized Gain on Investments    $      2,889 
Unrealized Gain on Investments            1,500   
     Total                 4,389 
Less:   Investment Expenses            (1,564) 
Net Investment Income     $      2,825   
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XYZ Child Development, Inc. 
 NOTES TO FINANCIAL STATEMENTS 
 YEAR ENDED JUNE 30, 200X 
 
NOTE 6:   ACCUMULATED VACATION AND SICK LEAVE 
 

Vacation 
 

Accumulated unpaid employee vacation benefits are recognized as liabilities of the Agency.  The 
liability is recognized in the program to which the liability relates.  The value of accumulated 
vacation at June 30, 200X is: 

 
Non-Government Sponsored Programs                 $ 13,000 
Child Care Food Program           7,276 
Center and Block Grant  Child Development Programs   10,210 
Head Start        38,000 

 
Total                   $    68,486 

 
Sick Leave 
Sick leave benefits are accumulated for each employee.  The employees do not gain a vested 
right to accumulated sick leave.  CDE requires disclosure of the Agency’s sick leave policy and 
financial reporting disclosure. 

 
Accumulated employee sick leave benefits are not recognized as liabilities of the Agency since 
payment of such benefits is not probable or estimable.  Therefore, sick leave benefits are 
recorded as expenditures in the period sick leave is taken.  

 
 
NOTE 7:  DUE TO CHILD CARE PROVIDERS 
 
The agency manages a Day Care Home program with providers and owes them for their portion of 
the reimbursement from the CACFP, administered by the CDE, less the Agency’s administrative 
expenses, totaling a net amount of $349,080. 
 
 
NOTE 8:  FOOD SUBSIDY ADVANCE 
 
The CACFP, administered by the CDE, advanced $41,366 for administrative operating expenses.  
All food subsidy advances outstanding must be repaid to CDE upon program termination. 
 
 
NOTE 9:  DEFERRED REVENUE 
 
Deferred revenue at June 30, 200X consisted of $50,000 for other state grants. 
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XYZ Child Development, Inc. 
 NOTES TO FINANCIAL STATEMENTS 
 YEAR ENDED JUNE 30, 200X 
 
NOTE 10:   PRIOR PERIOD ADJUSTMENTS 
 
The beginning net assets were restated to capitalize the book value of assets purchased in prior years 
and to correct classification of cash accounts recorded as temporarily restricted.  The cash accounts  
were designated for special purposes by the Board of Directors and should have been recorded as 
unrestricted net assets. 
                                                    Temporarily 

    Restricted       Unrestricted         Total        
 

Net Assets, as Reported at June 30, 200X    $      15,228      $    941,620    $    956,848 
 

Adjustments: 
  Record Cost of Equipment Purchased,  

  but not Capitalized                            15,990           15,990         
       
             Record Cost of Government-Owned  

Fixed Assets          (275,000)          (275,000)  
    
   Cash Incorrectly Recorded as   

Temporarily Restricted           (14,254)             14,254          0 
 
Transfers, Net Fixed Assets                (912)                  912                  0        

      
     
Total Prior Period Adjustments         (290,166)             31,156         (259,010)   
 
Net Assets, Restated Balance at  June 30, 200X $    (274,938)     $    972,776     $    697,838   

 
NOTE 11:   LEASE COMMITMENTS 
 
A. Operating Leases - The total rental expense incurred by the Agency for facilities during the year 

was $194,000, allocated as follows: 
 

Direct Cost Allocation 
     Non-Government Sponsored Programs               $ 50,000 
     Center and Block Grant Child Development Programs     35,000 

Latchkey Program           12,000  
Head Start          75,000  

                       $172,000  
      Allocation of Indirect Rental Cost: 

      Non-Government Sponsored Programs           $ 10,000 
Center and Block Grant Child Development Programs      4,000 
Latchkey Program              3,000  
Head Start            5,000  

             $ 22,000 
 

Total                          $194,000 
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XYZ Child Development, Inc. 

 NOTES TO FINANCIAL STATEMENTS 
 YEAR ENDED JUNE 30, 200X 
 
NOTE 11:   LEASE COMMITMENTS (Continued) 

 
The Agency also had miscellaneous equipment rental of $4,800 for the year, which was expended to 
the Center and Block Grant Child Development programs. 
 
 
Minimum future rental payments under noncancelable operating leases for each of the next five 
years in aggregate are: 
 

Year Ended June 30 
 

       2000               $  125,000 
       2001        135,000 
       2002        145,000 
       2003        155,000 
      2004 and Thereafter              1,015,000 

 
TOTAL            $1,575,000 

 
B. Capital Leases - The Agency leases 5 relocatable buildings from Calvin & Hobbes Leasing   

under a non-cancelable capital lease agreement.  These leases were effective June 1998. The 
term of these leases is 6 years (72 months) with imputed interest rate of 12.5%.  Buildings 
have been capitalized at $850,000.  Accumulated amortization of the leased buildings is 
$190,000. 

 
Year Ended June 30 
        2000                                          $ 200,000 
        2001       200,000 
        2002       200,000 
        2003       200,000 

 
     TOTAL                  800,000 

 
Less - Portion which  
  represents Interest       141,000 

 
                          659,000 

 
Current Portion         50,000 

 
Noncurrent Portion              $ 609,000 

 
 
All of these leases expire in June 2003. 
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XYZ Child Development, Inc. 

 NOTES TO FINANCIAL STATEMENTS 
 YEAR ENDED JUNE 30, 200X 

 
NOTE 12:   CONTRIBUTORY RETIREMENT PLAN 
 
The Agency maintains a contributory retirement plan available for its employees which allows 
participants to make tax deferred investment contributions.  The plan does not qualify under 
provisions of Section 403(b) of the Internal Revenue Code of 1954, as amended.  The Agency has 
filed the required federal and state tax forms for this plan.  The Agency makes no contributions to 
the plan. 
 

Total Current Year Employee  
  Deferred Compensation   $  22,500 
Total Prior Contributions                170,000 

 
Total Current Value in Plan    $192,500 

 
 
NOTE 13: STATE CHILD DEVELOPMENT RESERVES 
 
The funding agreements with the California Department of Education (CDE) allow the Agency to 
record “reserves” for the amounts not earned during the current year, up to certain amounts.  These 
reserves are presented as a liability for financial statement purposes and are not included in the 
current year revenue.  As of June 30, 200X, the reserves’ total balance was $223,231. 
 
 
NOTE 14:  CONTINGENCIES 
 
The Agency has received state and federal funds for specific purposes that are subject to review and 
audit by the grantor agencies. It appears that such an audit will generate a disallowance of the 
$250,000 loan that the Agency made to the non-government sponsored operating program under the 
terms of the CDP.  However, the Agency believes that this reimbursement to the CDP will be 
material to the total of CDP funds.  This condition is described in Finding 200X-3. 
 
During the year ended June 30, 200X, certain employee benefits that were subject to social security 
taxes were excluded from the earnings calculation for social security taxes.  In the event of an audit 
by the Internal Revenue Service, the Agency might be required to pay both the employee and 
employer portions of social security taxes on these benefits.  The dollar amount has not been 
determined. 
 
NOTE 15:   AUDIT FEES 
 
Audit fees of $7,000 for the current period have been accrued as allowed by grantor agencies, even 
though a portion of these services will be performed in the subsequent period.  This is not in 
accordance with generally accepted accounting principles but is not considered material in 
relationship to the Agency taken as a whole. 
 
The California State Legislature mandates CDE responsibility for ensuring that audit fees are 
disclosed annually in the Agency’s audit report. 
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XYZ Child Development, Inc. 
 NOTES TO FINANCIAL STATEMENTS 
 YEAR ENDED JUNE 30, 200X 

 
NOTE 16:   RELATED PARTY TRANSACTIONS 
 
A. The Executive Director is currently leasing miscellaneous equipment and a day care facility to 

the Agency for $400 and $2,750, per month, respectively.  These rental payments for the year 
totaled $37,800.  The Agency has on file independent “fair market rental” appraisals covering 
both leases showing $ 450 and $2,850 a month, respectively. 

                    
B. The Executive Director’s spouse, who owns a supermarket, donated $2,500 of food for the 

preparation of meals served in the day care. 
 
C. The Agency paid a consulting fee to a private company owned by the Executive Director.  The 

total amount paid during the year was $12,500 for the preparation of the breakfast and lunch 
menus.  An estimate of the fair value of these services has not been determined. 

 
NOTE 17:   GOING CONCERN ( Illustrative Example Only) 
 
The accompanying financial statements have been prepared in conformity with generally accepted 
accounting principles, which assumes continuation of the Agency as a going concern.  However, the 
Agency has sustained substantial operating losses in the 200X and 200X fiscal years due to rapid 
expansion, which resulted in the Agency using substantial amounts of working capital in its 
operations.  Furthermore, at June 30, 200X current liabilities exceed current assets by $_________, 
and total liabilities exceed total assets by $_________. 
 
It is management’s point of view that realization of a major portion of the assets in the 
accompanying statement of financial position is dependent upon continued operations of its Agency, 
which in turn is dependent upon the Agency's ability to meet its financial requirements and the 
success of its future operations.  Management believes that actions presently being taken to revise 
the Agency's operating and financial requirements provide the opportunity for the Agency to 
continue as a going concern.  Management’s plans include implementing new budgetary controls to 
prevent recurring operating deficits, improving the working capital position of the Agency, and 
canceling future expansion plans. 
 
Management does not believe that the repayment of the $250,000 loan, as referenced in Note 18 , 
and the corresponding contingency referenced in Note 14, will effect the Agency's ability to 
continue as a going-concern.  The financial statements do not include any adjustments that might be 
necessary should the Agency be unable to continue as a going concern. 
 
NOTE 18:  DUE TO OR DUE FROM OTHER PROGRAMS 
 
As of June 30, 200X, the total of the "Due to/Due from" was $322,544.   CDE advances money for 
program operations throughout the year.  The Child Development Program’s (CDP) Funding Terms 
and Conditions restrict the use of state contract cash to grant related expenditures only.  Because the 
Agency’s  non-government sponsored operating program lacked interim financing for facility 
acquisitions, it was necessary during 200X-X9 to use state contract funds to satisfy cash flow needs. 
 At June 30, 200X, the amount loaned to the non-government sponsored programs from state funded 
programs totaled $250,000.  These transfers are in violation of the contract Funding Terms and 
Conditions.  
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XYZ Child Development, Inc. 
 NOTES TO FINANCIAL STATEMENTS 
 YEAR ENDED JUNE 30, 200X 
 
NOTE 19: TEMPORARILY RESTRICTED NET ASSETS 
 
Temporarily restricted net assets at June 30, 200X are available for the following purposes: 
 
 
 Government-Owned Fixed Assets                 $(275,000) 

Block Grant Local Planning Council          22,812 
Instructional Materials and Supplies            1,145 

                 
                                                                      $(251,043) 
 
 
NOTE 20: UNRESTRICTED NET ASSETS 
 
Unrestricted net assets at June 30, 200X are designated for the following purposes: 
 
Undesignated                 $      200,000 
Board Designated - non-government programs             241,333 
Board Designated - land and buildings          425,000 
Board Designated - long-term investments                     200,000  
                      $   1,066,333  
 
 
 
NOTE 21:   INTEREST EARNED IN SUBSEQUENT PERIODS FOR UNEXPENDED  
                   APPORTIONMENTS 
 
The CDP contract number GCTRXXXX will continue to accrue interest on the unexpended 200X - 
200X apportionments until the CDE invoices the department.  An accurate estimate of this interest 
cannot be determined at this time. 
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XYZ Child Development, Inc. 

COMBINING STATEMENT OF FINANCIAL POSITION 
June 30, 200X 

 
 
 
                                                                             

                                                          Unrestricted Programs                                                               Temporarily Restricted Programs      
 
 
 

ASSETS 

Child Development  
Programs 

       - Contracts -         

Preschool 
Sub-Contract 
XYZ School 
       District         

Child Care 
Food    

Program    

Head 
Start 

 Program   

Non- 
Government 
Sponsored 

    Programs     

Local Planning 
Council Block 

Grant 

Instructional 
Materials and 

Supplies      
Grant        

Government-
Owned 

Fixed Assets           Total         
          
Cash                                                                            $                         98,575 $                  23,000 $        593,639  $        205,000  $             38,366 $             23,000 $            1,145 $                      $             982,725 
Accounts Receivable          
     Parent Fees 86,600                        86,600 
     State of California 15,521                         15,521 
     Employees 334                             334 
     Food Subsidy Receivable 8,034                            8,034 
     Promises and Contributions, net (Note 4) 24,790               19,600 188,093 2,850                 235,333 
     Due From Child Care Providers (Note 7)              1,658,044 

  
                                      1,658,044   

          Total Accounts Receivable                          135,279           1,658,044 
  

            19,600            188,093                2,850                   2,003,866 
  

     Investments, at fair value (Note 5) 
 

25,332    325,000 145,000 339,432                   834,764 
 Prepaid Insurance Expense 1,132        1,132

Due from Other Funds (Note 18)                              322,544                                                                                322,544 
          Total Current Assets 582,862      

        
23,000 2,576,683 369,600 565,891 25,850 1,145  4,145,031

  
Long-Term Promises and Contributions (Note 4)     167,667                  167,667 
Land, Building and Equipment, net (Note 3)                          100,000              140,000             35,000        1,015,000                      1,290,000 
TOTAL ASSETS $                       682,862 $                 23,000 $     2,716,683 $        404,600 $      1,748,558 $             25,850 $            1,145 $       0    $          5,602,698 

          
LIABILITIES AND NET ASSETS          

Refundable Deposits     

           

Accounts Payable 170,344 20,000 772,045 253,600 39,169 2,500              1,257,658 
State of California 41,448  1,811,659                 1,853,107 
Employee Vacation (Note 6) 10,210  7,276 38,000 13,000                    68,486 
Food Subsidy Advance (Note 8) 4,011  37,355                       41,366 
Accrued Wages and Payroll Taxes 33,462 3,000    538   37,000 

Due to Other Funds (Note 18) 
16

 
 

72,544 250,000 
                           16 

322,544 
Deferred Income (Note 9) 50,000 50,000
State Child Development Reserves (Note 13) 223,231        223,231 
Current Portion Under Capital Leases (Note 11B)                           25,000                                                              25,000                           50,000 
     Total Current Liabilities 557,722     

        
23,000 2,700,879

 
 291,600 327,169 3,038  3,903,408

 
Government Owned Fixed Assets (Note 3)            275,000                275,000 
Long-Term Capital Lease Payable (Note 11B)                         135,000                                                            474,000                         609,000 
     Total Liabilities 692,722      

        
23,000 2,840,879

 
 291,600 801,169 3,038 275,000 4,787,408

 
NET ASSETS          
     Unrestricted (Note 20) (9,860)     15,804      113,000 947,389    1,066,333 
     Temporarily Restricted (Note 19)                                                                          22,812               1,145       (275,000)              (251,043)  
          Total Net Assets                          (9,860)                  0                15,804           113,000        947,389               22,812               1,145       (275,000)                815,290  
          
TOTAL LIABILITIES AND NET ASSETS $                     682,862 $               23,000 $     2,716,683 $        404,600 $      1,748,558 $           25,850 $          1,145 $            0        $          5,602,698 
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YZ Child Development, Inc. 
COMBINING STATEMENT OF CHANGES IN NET ASSETS 

For the Year Ended June 30, 200X 
 
 
 
 
 
 

                                                                                         
                                                       Unrestricted Programs                                                        Temporarily Restricted Programs                                        

         

 

Child Development Programs 
 

               - Contracts -            

Preschool 
Sub-Contract 
XYZ School 
       District         

Child Care  
   Food        

   Program   
Head Start 
 Program   

Non-
Government 
Sponsored   
Programs   

Local Planning 
Council Block 

      Grant        

Instructional 
Materials and 

Supplies       
Grant         

Revenues 
Not Earned 

per  
  SFAS – (1)   

Government
-Owned 

 Fixed Assets      Total        
           
NET ASSETS, Beginning of the Year                               $                    (99,583) $                          0 

 
 $       4,900 

 
$     91,340  

 
$         944,963 

 
$          37,128 

 
$          2,057 

 
$      (23,957) $          0    $    956,848 

     
     Adjustments to the Prior Year (Note 10):                        
                                        
        Assets purchased in prior year not        15,990     15,990 
             capitalized                  
           
        Recognition of Government-Owned Fixed                       (275,000)       (275,000) 
              Assets (Note 3)                  
                                                 
        Transfer of Net Fixed Assets       912  (912)       
                                               
        Cash incorrectly recorded as Temporarily     
                    

            
  

           14,254             (14,254)              
  

NET ASSETS, restated (Note 10)             (99,583)       4,900 91,340 976,119 22,874 1,145 (23,957) (275,000)   697,838 
 

       Change in Net Assets Before Cumulative                                         88,530  10,904 10,000 (38,766) (62)  23,957  94,563  
        Effect of Change in Accounting Principle 
                                
      Cumulative Effect of Change in                  

   
 

             
    

              Accounting Principle (Note 2) 
 
      Change in Net Assets 
 

                                           1,193 
   

                            89,723  

   
 
   

   
 

        10,904  

       11,660 
 

       21,660 

             10,036 
 

          (28,730) 

   
 

               (62) 

   
 
   

   
 

          23,957 

   
 
   

           22,889 
 

         117,452 

NET ASSETS, End of the Year                            
              

                  $                     (9,860)     $          0              
  

$        15,804 $   113,000 $        947,389 $        22,812 $        1,145 $           0       
  

$  (275,000) $ 815,290 

 
 

 
Note (1) - Apportionments from non-service, One-Time Only Grants are classified as support, not revenue, and the income is not earned per SFAS Nos. 116 and 117. 
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XYZ Child Development, Inc. 
COMBINING STATEMENT OF ACTIVITIES 

For the Year Ended June 30, 200X 
 

                                      Unrestricted Programs                                                   Temporarily Restricted Programs              
 

 
 
 
 

SUPPORT, REVENUES & GAINS 

Center and 
Block Grant 

Child 
Development   

Programs    

 
 
 

Latchkey   
Program    

AP Block 
Grant 

Expansion-
Stage III  

CalWORKS   

 
 

Other State 
(Non-CDE) 

Grants   

Preschool  
Sub-

Contract 
XYZ School 

   District     

 
Child 
Care 
Food 

Program  

 
 

Head 
Start 

Program 

 
Non-

Government 
Sponsored 
Programs 

Block 
Grant 
Local 

Planning   
Council    

 
Instructional 

Materials  
And  

     Supplies    

 
Revenues 

Not Earned 
per  

 SFAS - (1)  

 
 
 
 

    Total      
Support $ $ $ $ $ $ $ $ $ $ $ $
     State and Federal Apportionments   2,188 400 23,957 26,545 
     Restricted Program Income:    
     - United Way 41,966  10,000 35,000 86,966 
     - Promises, Contributions and Donations 5,000  125,000 253,000 383,000 
     - Private Foundation Rent Subsidy 60,000  60,000 
     - Maintenance of Effort 27,000  27,000 
     - CACFP Audit Cost Reimbursement 3,000  3,000 
     - Transfers from CDD Reserves  5,000  5,000 
-    - In-Kind Services and Matching (Note 2)               2,500                                           2,500               5,000 
     Total Support           139,466                  5,000           135,000      288,000        4,688                 400       23,957     596,511 
Revenue    
     State Apportionments 382,316 150,000 900 100,000 178,731 811,947 
     Federal Funds 378,178 150,000 6,100 2,531,535 2,650,000 5,715,833 
     Non-Government Sponsored Programs   408,167 408,167 
     Parent Fees 54,581 250,000 15,000 7,500  327,081 
     Interest Investment Income 3,242 350 800  2,053 250 6,695 
     Dividend Investment Income 750  1,001 1,751 
     Fundraising and Other Income                          161          10,000                10,161  
     Total Revenue 819,067 400,000 165,350 15,300 100,000 2,710,447 2,650,000 421,221 250 7,281,635 
Gains    
     Net Investment Income                  575                               2,250                  2,825 
Total Support, Revenue and Gains           959,108     400,000           170,350            15,300      100,000 2,710,447 2,785,000        711,471        4,938                400       23,957 7,880,971 
EXPENSES    
     Certificated Salaries:    
          Teachers 84,324 130,000 1,250 1,500 21,000  1,502,500 553,014 1,500 2,295,088 
          Administrative 43,000 22,000 309,556 374,556 
          Supervisors 44,086 10,000 500 15,000 64,080 100,000 130,000 750 364,416 
          Other  1,000  1,000 
     Classified Salaries:    
          Instructional Aides 54,419 43,000 500 5,000  100,000 130,000 750 333,669 
          Clerical and Others  25,000 2,250 250 2,500  20,000 350 50,350 
          Office Personnel 48,988 10,000 500 76,973 50,000 25,000 211,461 
          Other 12,374  12,374 
     Employee Benefits 38,942 47,100 475 307 13,000 80,965 432,450 274,280 150 887,669 
     Books 943 1,000 50 500 2,439 25,000 50 29,982 
     Instructional Supplies 28,558 3,000 5,200 250 1,000 23,078 50,000 32,500 150 370 144,106 
     Pupil Transportation Supplies  106 5,000 5,106 
     Food Services:    
          Food 20,688 4,620  8,000 33,308 
          Other Food Services 3,183  400 600 500 4,683 
     Provider Payments  149,825 1,589,325 1,739,150 
     Contracts for Personnel Services 266,467 188,491 30,400 485,358 
     Travel and Conferences 4,743 2,375 100 71,937 15,000 12,000 140 91,295 
     Contracts, Rents and Leases 77,563 30,000 24,475 50,484 166,500 104,150 453,172 
     Insurance 5,787 2,500 4,500 13,177 10,000 5,000 40,964 
     Utilities 6,105 2,500 150 300 1,700 24,104 25,000 5,000 100 64,959 
     Legal, Audit and Accounting 12,919 5,000 3,000 26,626 30,000 4,000 81,545 
     Postage  275 190 225 34,223 3,500 1,900 75 41,763 
     Printing 4,790 2,200 1,900 400 1,100 9,169 7,500 6,200 95 33,354 
     Other Expenses  150 32,851 2,500 500 36,001 
     Sites and Improvements 9,100 8,400 1,350 1,125  7,500 27,475 
     Equipment 31,049 3,000 22,805 948 24,892 15,000 500 98,194 
     Depreciation/Use Allowance 9,250 1,250  3,500 14,500 28,500 
     Indirect Cost             62,250             26,250               10,514                 960           7,000    75,500    204,050     (386,944)           390                   30                   0 
Total Expenses 870,734 375,000 197,994 12,500 100,000 2,697,870 2,775,000 750,000 5,000 400 7,784,498 
Excess (Deficiency) of Support, Revenue and       
     Gains over Expenses 88,374 25,000 (27,644) 2,800  12,577 10,000 (38,529) (62)     0 23,957 96,473 
Other Changes in Net Assets:             
     Depreciation on Fixed Assets Acquisitions                              (1,673)                (237)    

  
             (1,910) 

Change in Net Assets Before  Cumulative Effect  
    of Change in Accounting Principle 

$          88,374 $          25,000 $          (27,644) $            2,800 $0    
  

$   10,904 $   10,000 $     (38,766) $          (62) $         0    $      23,957 $     94,563 

Note (1) - Apportionments from non-service, One-Time Only Grants are classified as support, not revenue, and the income is not earned per SFAS Nos. 116 and 117. 
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XYZ Child Development, Inc. 
SCHEDULE OF EXPENDITURES OF FEDERAL AND STATE AWARDS 

For the Year Ended June 30, 200X 
 
 
 
 
 
 
 

Federal Grantor/ 
Pass Through Grantor/ 
Program Title: 

 
CFDA 

Number: 

Pass-Through 
Grantor’s 
Number: 

Program 
or Award 
Amount: 

 
Revenue 

Recognized: 

 
Disbursements/ 
Expenditures: 

State 
Reserve 
Fund: 

       
FEDERAL:       
Major Programs:       
U.S. Department of Agriculture       
Pass-through California Department of Education       
       
Child Nutrition and Food Distribution Division:       
       Child and Adult Care Food Program - Center 10.558 Xx-xxxx-x-A       $          632,862  $       632,862       $          630,714   $                 0  
       Child and Adult Care Food Program - Homes 10.558 Xx-xxxx-x-F                3,026,122        3,026,122                3,015,854                     0  
                  3,658,984        3,658,984                3,646,568                      0 

          
Child and Adult Food Program - Audit cost 10.558 xx-xxxx-x-A/F 3,000 3,000 3,000                      0 
Reimbursement for 1997/98       
       
Child Development Division:       
       Child Care and Development Block Grant 93.757 FCTRxxxx 350,008 350,008 350,008 171,037 
      (CCDBG)       
       
U.S. Department of Health and Human Services       
       Head Start 13.600 XxCHxxx/xx                2,650,000        2,650,000                2,650,000         -    
 
Total Major Programs: 

                 6,661,992        6,661,992                6,649,576       171,037 

       
Other Federal Programs:       
Child Nutrition and Food Distribution Division:       
        U.S.D.A. Donated Food Commodities at FMV 10.550 Axxx-xx 25,100 25,100 25,100        - 
       
Child Development Division:       
        CCDBG Expansion Alternative Payment - 93.374 F3TOxxxx 150,000 150,000 177,644 12,734 
          Stage III CalWORKS       
        CCDBG Local Planning Council 93.374 FLPCxxxx                     25,000               2,188                       5,000            -    
       
TOTAL FEDERAL   $      6,862,092 $  6,839,280 $     6,857,320 $     183,771 
       
STATE:       
       
Pass-through California Department of Education:       
        Child Care Food Program - Center       
        State Meal Reimbursement  Xx-xxxx-x-A 46,019 46,019 46,019        - 
        State Meal Reimbursement  Xx-xxxx-x-F 130,457 130,457 130,457        - 
Child Development Division:       
        General Center  GCTRxxxx 384,720 380,024 396,972 22,049 
        Extended Day Care (Latchkey)  GLTKxxxx 150,000 150,000 150,000 17,411 
        GCC Instructional Materials and Supplies  GIMSxxxx 1,545 400 400        - 
        Preschool Sub-Contract, XYZ School District  GWAPxxxx 100,000 100,000 100,000        - 
Other State   50,000 - 12,500        - 
       
TOTAL STATE   862,741 806,900                   836,348             39,460 
       
TOTAL FEDERAL AND STATE   $             7,724,833 $     7,646,180 $     7,693,668      $   223,231  
       

 
 

Note:  Maintenance of Effort funds of $27,000 were received from the County of XYZ and expended on children’s' services in accordance with County and Child Development Division  
          requirements 

 
 
 

       
       

 
 
 

See accompanying Notes to the Supplementary Information 
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XYZ Child Development, Inc. 
COMBINING SCHEDULE OF RENOVATION AND REPAIR EXPENDITURES 

For the Year Ended June 30, 200X 
 
 
 
 
 

  Center and
Block Grant 

Child 
Development 

 

Programs 

 
 
 

Latchkey 
Program 

 
 

AP Block Grant 
Expansion Stage III 

CalWORKS 

 
 

Other State 
(Non-CDE) 

Grants 

 
 

Block Grant 
Local Planning 

Council 

 
 

Instructional 
Materials and 

Supplies 

 
 
 

Total  
Costs 

Unit Cost Under $10,000 Item:        
Leasehold Improvements:        
     Roof Repairs $           1,125 $   $                $     1,125  $              $              $   2,250 
     Remodeling Cabinets  500     500 
     Carpet Repairs 730 730     1,460 
     Other Repairs       1,350    1,350 
     Interest on Financing Repairs of 245 170     415 
       Licensable Community Facilities                                                                     
     Total:           2,100       1,400       1,350      1,125                                   5,975 
        
Unit Cost over $10,000 with CDD Approval:        

            Item: 
          Portable Trailers (2) for Licensable Community        
              Facilities: Lease Payments   - Principal            4,680 4,680     9,360 
                                                           - Interest       2,320      2,320                                                                  4,640 
Total:       7,000      7,000                                                                14,000 
        
Unit Cost Over $10,000 Without CDD Approval:        

            Item: 
Total:             -             -         -              -               -              -             -   

        
Total Renovation and Repair Expenditures $            9,100 $         8,400 $     1,350 $    1,125 $     -       $     -       $19,975 
        

 
 
 
 

See Accompanying Notes to the Supplementary Information 
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XYZ Child Development, Inc. 
COMBINING SCHEDULE OF EQUIPMENT EXPENDITURES 

For the Year Ended June 30, 200X 
 
 
 

 Center and 
Block Grant 

Child 
Development 

Programs 

 
 
 

Latchkey 
Program 

 
 

AP Block Grant 
Expansion Stage 
III CalWORKS 

 
 

Other State 
(Non-CDE) 

Grants 
 

 
 

Preschool Sub-
Contract XYZ 
School District 

 
 

Block Grant 
Local Planning 

Council 

 
 

Instructional 
Materials 

and Supplies 

 
 
 

Total 
Costs 

Unit Cost Under $7,500:         
        

499 

     Item: 
          Fax Machines (2) $              699 $0   

 
$                  699 $0   $0   $   $   $   1,398 

          Refrigerators (3) 572  400 572    1,544 
          Dishwashers (2) 604  604     1,208 
          Postage Meters (3) 130 130 130     390 
          12" Chairs (30) 500 125 125     750 
          IBM Typewriters (3 used) 150  150 150    450 
          Phone Upgrade 175  175   175  525 
          Printers (3) 499    325  1,323 
          Mail Sorter  375      375 
          Pentium Computers (3) 1,324 1,324 1,324     3,972 
          Colorado Tape Drive  321      321 
          Computer Workstation Screens (4) ________        226 _________            226   ____________ _________ __________      452 
     Total: $     4,653     3,000          3,607            948            -               500           -   12,708 
         
Unit Cost Over $7,500 With CDD Approval         

             Item: 
          Phone System $     7,570       7,570 
          Copier with Stacker and Sorter     19,198             -               -               -            -   19,198 
     Total:        7,570         -   19,198             -               -               -            -   26,768 
         
Unit Cost Over $7,500 Without CDD Approval:         

             Item: 
          Chevy Lumina      18,826          -   

 
         -            -               -            -            -      18,826 

     Total: $   18,826          -   
 

         -            -               -            -            -      18,826 

         
Total Equipment Expenditures $   31,049 $       3,000 $      22,805 $           948 $         -              500 $       -   $ 58,302 

        
        

 
 

  
See Accompanying Notes to the Supplementary Information 
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XYZ Child Development, Inc. 

COMBINING SCHEDULE OF ADMINISTRATIVE COSTS 
For the Year Ended June 30, 200X 

 
 
 
 

 
Center and 
Block Grant 

Child 
Development 

Program 

 
 
 
 

Latchkey 
Program 

 
 
 

AP Block Grant 
Expansion Stage 
III CalWORKS 

 
 
 

Other State 
(Non-CDE 

Grants 

 
 
 

Preschool Sub-
Contract XYZ 
School District 

 
 
Block Grant 

Local 
Planning 
Council 

 

 
 
 

Instructional 
Materials 

and Supplies 

 
 
 
 

Total 
Costs 

Prior , Multi-Year Contracts 
Current Year: 

$   $ $             500       $           250      $ $     $ $        750 

Administrative Salaries - Office     18,599     11,750               599               500            31,448 
Supervisor Salaries - Office 

 
3,572 3,700 300 322 400   8,344 

Employee Benefits
 

2,604        
        

        

       

1,950 504 500 5,558
Payroll Taxes 2,000 1,329 110 120 3,559
Books and Supplies 1,130 1,130 130     2,390 
Contractual Services 5,500 4,125 125  900   10,650 
Audit and Legal 750 300 150 150 250   1,500 
Travel and Conference 1,818 450    175  2,443 
Rentals 2,499 499 700 325 4,023
Janitorial Equipment and Supplies 

 
1,814  436     2,250 

Insurance 858 395 331 575  2,159
Telephone and Utilities 1,010 420 362 68 640   2,500 
Other Operating Costs               650           490               189 0              415 0         1,744 
          42,804      26,538 

 
           3,736 

 
            790 

 
        5,000 

 
500 -       79,368 

     
Indirect Costs @ 8 percent maximum     62,250      26,250           10,514              960          7,000 390 30  

    
        

         
         

     
 

Total Administrative Costs $ 105,054 $   52,788 $        14,250 $         1,750 $     12,000 $890 $         30 $186,762 
        

         
         

 

See Accompanying Notes to the Supplementary Information      
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XYZ Child Development, Inc. 
COMBINING SCHEDULE OF EXPENDITURES BY STATE CATEGORIES 

For the Year Ended June 30, 200X 
 
 

 Center and  
Block Grant 

Child 
Development 

Programs 

 
 

Not 
Reim- 

bursable 

 
 
 

Latchkey 
Program 

 
 

AP Block Grant 
Expansion-Stage III 

CalWORKS 

 
 

Other State 
(Non-CDE) 

Grants 

 
 

Preschool Sub-
Contract XYZ 
School District 

 
 

Block Grant 
Local Planning 

Council 

 
 

Instructional  
Materials  

and Supplies 

 
 
 

Total  
Reimbursable 

 
Total  
Not 

Reim- 
bursable 

1000   CERTIFIED SALARIES           
1100   Teachers’ Salaries $       82, 124 $         -    

   
$   130,000 $                      1,250 $               1,500 $               21,000 $               1,500 $            -    

  
$ 237,374 $         -    

   
1200   Administration Salaries 43,000 -    22,000 -    500 -    -    -    65,500 -    
1300   Supervisors’ Salaries 44,086 -    10,000 -    -    15,000 750 -    69,836 -    
1900   Other Certified Salaries -    -     1,000 -    -    -    -    1,000 -    
2000   CLASSIFIED SALARIES           
2100   Instructional Aides’ Salaries 54,419 -    43,000 -    500 5,000 750 -    103,669 -    
2300   Clerical and Other Office Salaries 48,988 -    25,000 2,250 250 2,500 350 -    79,338 -    
2400   Maintenance/Operations Salaries 2,383 -    5,000 500 -    -    -    -    7,883 -    
2500   Food Services Salaries 9,991 -    5,000 -    -    -    -    -    14,991 -    
3000   EMPLOYEE BENEFITS           
3300   Social Security (Old Age, Survivor’s Disability) 19,000 -    27,250 -    -    5,100 -    -    51,350 -    
3400   Health and Welfare Benefits 10,320 -    12,350 200 157 4,100 75 -    27,202 -    
3500   State Unemployment Benefits 3,115 -    5,300 275 150 2,300 75 -    11,215 -    
3600   Workers Compensation Insurance 3,000 -    1,100 -    -    1,500 -    -    5,600 -    
3900   Other Benefits 3,507 -    1,100 -    -    -    -    -    4,607 -    
4000   BOOKS, SUPPLIES AND EQUIPMENT           
4200   Books Other than Textbooks 943 -    1,000 -    50 500 50 -    2,543 -    
4300   Instructional Materials and Supplies 25,558 -    3,000 5,200 250 1,000 150    370 35,528 -    
4600   Pupil Transportation Supplies 106 -    -    -    -    -    -    -    106 -    
4710   Food 20,688 -    -    -    5,210 -    -    -    25,898 -    
4790   Other Food Service Supplies 3,183 -    -    400 600 -    -    -    4,183 -    
5000   SERVICES/OTHER OPERATING EXPENSES             
5100   Contracts for Personnel Services 272,207 -    -    152,000 -    -    -    -    424,207 -    
5200   Travel, Conferences and Other 4,743 -    5,000 100 -    -    310 -    10,153 -    
5400   Insurance 5,787 -    2,500 -    -    4,500 -    -    12,787 -    
5500   Utilities and Housekeeping 6,105 -    2,500 150 300 1,700 100 -    10,855 -    
5600   Contracts, Rents and Leases 77,563 -    30,000 -    -    25,800 -    -    133,363 -    
5700   Legal, Election and Audit 12,919 -    5,000 -    -    3,000 -    -    20,919 -    
5800   Other Services and Operating Expenses 150 -    -    -    -    -    -    -    150 -    
6000   CAPITAL OUTLAY         

8,400 
3,000 18,826 

-    
-    

  
6200   Buildings and Improvement of Buildings 9,100 -    1,350 1,125 -    -    -    19,975 -    
6400   Equipment (Program-related) 31,049 18,826 22,805 948 -    500 -    58,302 
START-UP/CLOSE-DOWN EXPENSES -(1) 5,200 -    -    -    -    -    -    -    5,200 
DEPRECIATION OR USE ALLOWANCE 

 
9,250 -    1,250 -    -    -    -    -    10,500 

INDIRECT COST           62,250           -    
   

26,250                          10,514                     960                    7,000                     390    
30 

          107,394           -    
   

          TOTAL $      870,734 $   18,826 $  375,000 $                  197,994 $             12,500 $             100,000 $               5,000 $400 $     1,561,628 $    18,826 
       

           
           

We have examined the claims filed for reimbursement and the original supporting records covering the transactions under these contracts to an extent considered necessary to assure ourselves that the amounts claimed by the agency were proper. 
           
           

        
           

        
          

    

Note: (1)  - Start-up costs are all capital outlay in nature. 
   

See Accompanying Notes to the Supplementary Information 
   

 
 

A - 30 



FIXED PERCENTAGE METHOD

Food Service Rates

Federal Meal Compensation Reported Adjusted* Allowed July 200X - June 200X
Revenue 

Recognized
Audit 

Adjustments*
Earned 

Reimbursement

Breakfast
  Free 181,830 (12,113) 169,717            $1.0725 $195,012.68 ($12,991.19)             $182,021.48**
  Reduced 3,482 619 4,101 0.7725 2,689.85 478.18                   3,168.02**
  Base 49,913 9,268 59,181 0.2000 9,982.60 1,853.60 11,836.20
  Total 235,225 (2,226) 232,999 $207,685.13 ($10,659.41)             $197,025.70**

Lunch
  Free 189,846 (12,586) 177,260 $1.9425 $368,775.86 ($24,448.31) $344,327.55
  Reduced 3,636 647 4,283 1.5425 5,608.53 998.00 6,606.53
  Base 52,114 9,698 61,812 0.1800 9,380.52 1,745.64 11,126.16
  Total 245,596 (2,241) 243,355 $383,764.91 ($21,704.67) $362,060.24

Supplements
  Free 175,354 (11,541) 163,813 $0.5325 $93,376.01 ($6,145.58)               $87,230.42**
  Reduced 3,357 601 3,958 0.2675 898.00 160.77 1,058.77
  Base 48,137 8,988 57,125 0.0400 1,925.48 359.52 2,285.00
  Total 226,848 (1,952) 224,896 $96,199.49 ($5,625.29) $90,574.19

Cash-in-Lieu 245,596 (2,241) 243,355 $0.1475 $36,225.41 ($330.55) $35,894.86

Total Federal Reimbursement $723,874.94 ($38,319.92)             $685,555.01**

State Meal Compensation 378,794 (23,433) 355,361 $0.1335 $50,569.00 ($3,128.31) $47,440.69

Total Program Reimbursement (State and Federal) Overpaid - Refund due the State ($41,448.23)

Footnotes:

    * Adjustments are the result of:  (1) eligibility category changes; (2) meal count errors; (3) meals served in excess of site licensed capacity

  **  Includes rounding adjustment

XYZ CHILD DEVELOPMENT, INC.
CHILD AND ADULT CARE FOOD PROGRAM -- CHILD CARE CENTERS

SCHEDULE OF REPORTED, ADJUSTED, AND ALLOWED MEALS AND EARNED REIMBURSEMENT

A-31

FOR THE PERIOD JULY 1, 200X TO JUN 30, 200X

MEALS



FIXED PERCENTAGE METHOD

Enrollment Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun

Total
  Reported 1220 1220 1220 1220 1220 1220 1220 1220 1220 1220 1220 1220
  Adjusted (200) (200) (200) (200) (200) (200) (200) (200) (200) (200) (200) (200)
  Allowed 1020 1020 1020 1020 1020 1020 1020 1020 1020 1020 1020 1020

Free
  Reported 943 943 943 943 943 943 943 943 943 943 943 943
  Adjusted (200) (200) (200) (200) (200) (200) (200) (200) (200) (200) (200) (200)
  Allowed 743 743 743 743 743 743 743 743 743 743 743 743

Reduced
  Reported 18 18 18 18 18 18 18 18 18 18 18 18
  Adjusted 0 0 0 0 0 0 0 0 0 0 0 0
  Allowed 18 18 18 18 18 18 18 18 18 18 18 18

Base
  Reported 259 259 259 259 259 259 259 259 259 259 259 259
  Adjusted 0 0 0 0 0 0 0 0 0 0 0 0
  Allowed 259 259 259 259 259 259 259 259 259 259 259 259

A-32

FOR THE PERIOD JULY 1, 200X TO JUNE 30, 200X

XYZ CHILD DEVELOPMENT, INC.

SCHEDULE OF REPORTED, ADJUSTED, AND ALLOWED ENROLLMENT
CHILD AND ADULT CARE FOOD PROGRAM -- CHILD CARE CENTERS



FIXED PERCENTAGE METHOD

Reported Adjusted* Allowed Reported Adjusted* Allowed Reported Adjusted* Allowed

Breakfast
  Free 17,189 (1,137) 16,052 17,017 (1,109) 15,908 15,444 (1,036) 14,408
   Reduced 329 59 388 326 58 384 296 52 348
  Base 4,719 878 5,597 4,671 876 5,547 4,239 785 5,024
  Total 22,237 (200) 22,037 22,014 (175) 21,839 19,979 (199) 19,780

Lunch
  Free 17,750 (1,162) 16,588 15,887 (1,063) 14,824 15,447 (1,036) 14,411
  Reduced 340 61 401 304 54 358 296 52 348
  Base 4,873 911 5,784 4,361 809 5,170 4,240 785 5,025
  Total 22,963 (190) 22,773 20,552 (200) 20,352 19,983 (199) 19,784

Supplements
  Free 17,078 (1,095) 15,983 15,559 (1,007) 14,552 15,061 (869) 14,192
  Reduced 327 59 386 298 54 352 288 55 343
  Base 4,688 886 5,574 4,271 803 5,074 4,135 814 4,949
  Total 22,093 (150) 21,943 20,128 (150) 19,978 19,484 0 19,484

Reported Adjusted* Allowed Reported Adjusted* Allowed Reported Adjusted* Allowed

Breakfast
  Free 16,398 (1,059) 15,339 15,461 (1,020) 14,441 18,118 (1,181) 16,937
   Reduced 314 57 371 296 53 349 347 62 409
  Base 4,502 847 5,349 4,244 792 5,036 4,973 934 5,907
  Total 21,214 (155) 21,059 20,001 (175) 19,826 23,438 (185) 23,253

Lunch
  Free 16,744 (1,079) 15,665 15,482 (1,021) 14,461 18,050 (1,176) 16,874
  Reduced 321 58 379 296 53 349 346 62 408
  Base 4,596 866 5,462 4,250 793 5,043 4,955 929 5,884
  Total 21,661 (155) 21,506 20,028 (1,175) 19,853 23,351 (185) 23,166

Supplements
  Free 16,672 (1,075) 15,597 15,564 (1,026) 14,538 18,197 (1,184) 17,013
  Reduced 319 58 377 298 53 351 348 63 411
  Base 4,577 862 5,439 4,272 798 5,070 4,996 936 5,932
  Total 21,568 (155) 21,413 20,134 175 19,959 23,541 185 23,356

Dec 1, 200X to Dec 31, 200X

Jul 1, 200X to Jul 31, 200X

A-33

XYZ CHILD DEVELOPMENT, INC.
CHILD AND ADULT CARE FOOD PROGRAM -- CHILD CARE CENTERS

SCHEDULE OF REPORTED, ADJUSTED, AND ALLOWED MEALS
FOR THE PERIOD JULY 1, 200X TO JUNE 30, 200X

Aug 1, 200X to Aug 31, 200X Sep  1, 200X to Sep 30, 200X

Oct 1, 200X to Oct 30, 200X Nov 1, 200X to Nov 30, 200X



FIXED PERCENTAGE METHOD

Reported Adjusted* Allowed Reported Adjusted* Allowed Reported Adjusted* Allowed

Breakfast
  Free 16,337 (1,061) 15,276 15,465 (1,030) 14,435 9,252 (679) 8,573
  Reduced 313 56 369 296 53 349 177 30 207
  Base 4,484 843 5,327 4,245 788 5,033 2,540 449 2,989
  Total 21,134 162 20,972 20,006 (189) 19,817 11,969 (200) 11,769

Lunch
  Free 16,688 (1,081) 15,607 15,765 (1,047) 14,718 15,580 (1,045) 14,535
  Reduced 320 57 377 302 54 356 298 53 351
  Base 4,580 862 5,442 4,328 804 5,132 4,277 792 5,069
  Total 21,588 (162) 21,426 20,395 (189) 20,206 20,155 (200) 19,955

Supplements
  Free 16,354 (1,062) 15,292 15,497 (1,032) 14,465 15,548 (1,043) 14,505
  Reduced 313 56 369 297 53 350 298 52 350
  Base 4,489 844 5,333 4,254 790 5,044 4,268 791 5,059
  Total 21,156 (162) 20,994 20,048 (189) 19,859 20,114 (200) 19,914

Reported Adjusted* Allowed Reported Adjusted* Allowed Reported Adjusted* Allowed

Breakfast
  Free 14,447 (79) 13,468 13,132 (896) 12,236 13,570 (926) 12,644
  Reduced 277 48 325 251 45 296 260 46 306
  Base 3,966 731 4,697 3,605 661 4,266 3,725 684 4,409
  Total 18,690 (200) 18,490 16,988 (190) 16,798 17,555 (196) 17,359

Lunch
  Free 15,393 (1,034) 14,359 13,323 (907) 12,416 13,737 (935) 12,802
  Reduced 295 52 347 255 45 300 263 46 309
  Base 4,225 782 5,007 3,658 672 4,330 3,771 693 4,464
  Total 19,913 (200) 19,713 17,236 (190) 17,046 17,771 (196) 17,575

Supplements
  Free 14,755 (997) 13,758 13,699 (929) 12,770 1,370 (222) 1,148
  Reduced 283 49 332 262 47 309 26 2 28
  Base 4,050 748 4,798 3,761 692 4,453 376 24 400
  Total 19,088 (200) 18,888 17,722 (190) 17,532 1,772 (196) 1,576

Feb 1,200X to Feb 28, 200X Mar 1, 200X to Mar 31, 200X

A-34

XYZ CHILD DEVELOPMENT, INC.
CHILD AND ADULT CARE FOOD PROGRAM -- CHILD CARE CENTERS

SCHEDULE OF REPORTED ADJUSTED, AND ALLOWED MEALS

Apr 1, 200X to Apr 30, 200X May 1, 200X to May 31, 200X Jun 1, 200X to Jun 30, 200X

FOR THE PERIOD JULY 1, 200X TO JUNE 30, 200X

Jan 1, 200X to Jan 31, 200X



Reported
Adjusted 

Meals Allowed
Food Service 

Rates
Revenue 

Recognized Audit Adjustment
Earned 

Reimbursement
FEDERAL REIMBURSEMENT
     Meal Compensation - Tier I

Breakfast 769,440 (769,440) 0 $0.9000 $692,496.00 ($692,496.00) $0
Lunch 574,150 (574,150) 0 1.5025 862,660.38 (862,660.38) 0
Supplement 1,538,971 (1,538,971) 0 0.4900 754,095.79 (754,095.79) 0
Supper 460,158 (460,158) 0 1.5025 691,387.40 (691,387.40) 0

     Federal Meal Compensation $3,000,639.57 ($3,000,639.57) $0

Reported
Adjusted 

Meals Allowed
Food Service 

Rates
Revenue 

Recognized Audit Adjustment
Earned 

Reimbursement
FEDERAL REIMBURSEMENT
     Meal Compensation - Tier II

Breakfast 0 769,440 769,440 0.3400 $0 $261,609.60 $261,609.60
Lunch 0 573,750 573,750 0.8525 0 489,121.88 489,121.88
Supplement 0 1,538,971 1,538,971 0.1300 0 200,066.23 200,066.23
Supper 0 459,758 459,758 0.8525 0 391,943.70 391,943.70

Subtotal $0 $1,342,741.41 $1,342,741.41
Total Federal Meal Compensation $3,000,639.57 ($1,657,898.16) $1,342,741.41

Cash-in-Lieu 1,034,308 (800) 1,033,508 0.1475 152,560.43 (118.00) 152,442.43

Total Allowable Administrative Reimbursements 533,670.00 (154,449.23) 379,220.77
Total Federal Reimbursement $3,686,870.00 ($1,812,465.39) $1,874,404.61

STATE MEAL COMPENSATION 1,007,693 (300) 1,007,393 0.1335 $134,527.02 ($40.05) $134,486.97

Total Federal and State Reimbursement:  Overpaid-- Refund Due the State ($1,812,505.44)

Footnote:

  * Adjusted meals are the result of the following actions:  reclassifying enrolled children from Tier I to Tier II, attendance and meal count errors, and 
     meal production noncompliance

A - 35

ALLOWED MEALS, SITES AND EARNED REIMBURSEMENT 
FOR THE PERIOD JULY 1, 200X TO JUNE 30, 200X

XYZ CHILD DEVELOPMENT, INC.
CHILD AND ADULT CARE FOOD PROGRAM -- DAY CARE HOMES

SCHEDULE OF REPORTED, ADJUSTED,



Meal Type Reported *Adjusted Allowed Reported *Adjusted Allowed

Breakfast 40,987 (40,987) 0 0 40,987 40,987
Lunch 30,987 (30,987) 0 0 30,587 30,587
Supplement 81,974 (81,974) 0 0 81,974 81,974
Supper 51,288 (51,288) 0 0 50,888 50,888

Homes 887 0 887

Meal Type Reported *Adjusted Allowed Reported *Adjusted Allowed

Breakfast 41,236 (41,236) 0 0 41,236 41,236
Lunch 51,000 (51,000) 0 0 51,000 51,000
Supplement 82,472 (82,472) 0 0 82,472 82,472
Supper 21,236 (21,236) 0 0 21,236 21,236

Homes 891 0 891

Meal Type Reported *Adjusted Allowed Reported *Adjusted Allowed

Breakfast 48,090 (48,090) 0 0 48,090 48,090
Lunch 32,500 (32,500) 0 0 32,500 32,500
Supplement 96,180 (96,180) 0 0 96,180 96,180
Supper 58,010 (58,010) 0 0 58,010 58,010

Homes 880 0 880

Footnote:

A - 36

TIER I

CHILD AND ADULT CARE FOOD PROGRAM -- DAY CARE HOMES
XYZ CHILD DEVELOPMENT, INC.

FOR THE PERIOD JULY 1, 200X TO JUNE 30, 200X 
SCHEDULE OF REPORTED, ADJUSTED, AND ALLOWED MEALS AND HOMES

TIER II

August 1, 200X to August 31, 200X

*Adjusted meals are the result of the following actions: reclassifying enrolled children from Tier I to Tier II, attendance 
and meal count errors, and meal production noncompliance

September 1, 200X to September 30, 200X

July  1, 200X to July 31, 200X



Meal Type Reported *Adjusted Allowed Reported *Adjusted Allowed

Breakfast 56,908 (56,908) 0 0 56,908 56,908
Lunch 46,500 (46,500) 0 0 46,500 46,500
Supplement 113,816 (113,816) 0 0 113,816 113,816
Supper 43,557 (43,557) 0 0 43,557 43,557

Homes 892 0 892

Meal Type Reported *Adjusted Allowed Reported *Adjusted Allowed

Breakfast 60,987 (60,987) 0 0 60,987 60,987
Lunch 30,888 (30,888) 0 0 30,888 30,888
Supplement 121,974 (121,974) 0 0 121,974 121,974
Supper 48,567 (48,567) 0 0 48,567 48,567

Homes 910 0 910

Meal Type Reported Adjusted Allowed Reported *Adjusted Allowed

Breakfast 45,678 (45,678) 0 0 45,678 45,678
Lunch 38,978 (38,978) 0 0 38,978 38,978
Supplement 91,356 (91,356) 0 0 91,356 91,356
Supper 32,678 (32,678) 0 0 32,678 32,678

Homes 924 0 924

Footnote:

A - 37

FOR THE PERIOD JULY 1, 200X TO JUNE 30, 200X

XYZ CHILD DEVELOPMENT, INC
CHILD AND ADULT CARE FOOD PROGRAM - DAY CARE HOMES

SCHEDULE OF REPORTED, ADJUSTED, AND ALLOWED MEALS AND HOMES

  * Adjusted meals are the result of the following actions: reclassifying enrolled children from Tier I to Tier II, attendance 
and meal count errors, and meal production noncompliance

TIER I TIER II

October 1, 200X to October 31, 200X

December 1, 200X to December 31, 200X

November 1, 200X to November 30, 200X



Meal Type Reported *Adjusted Allowed Reported *Adjusted Allowed

Breakfast 67,890 (67,890) 0 0 67,890 67,890
Lunch 49,876 (49,876) 0 0 49,876 49,876
Supplement 135,780 (135,780) 0 0 135,780 135,780
Supper 27,654 (27,654) 0 0 27,654 27,654

Homes 931 0 931

Meal Type Reported *Adjusted Allowed Reported *Adjusted Allowed

Breakfast 75,098 (75,098) 0 0 75,098 75,098
Lunch 52,326 (52,326) 0 0 52,326 52,326
Supplement 150,196 (150,196) 0 0 150,196 150,196
Supper 26,543 (26,543) 0 0 26,543 26,543

Homes 942 0 942

Meal Type Reported *Adjusted Allowed Reported *Adjusted Allowed

Breakfast 78,907 (78,907) 0 0 78,907 78,907
Lunch 58,765 (58,765) 0 0 58,765 58,765
Supplement 157,814 (157,814) 0 0 157,814 157,814
Supper 35,789 (35,789) 0 0 35,789 35,789

Homes 941 0 941

Footnote:

A-38

  * Adjusted meals are the result of the following actions: reclassifying enrolled children from Tier I to Tier II, attendance 
and meal count errors, and meal production noncompliance

March 1, 200X to March 31, 200X

January 1, 200X to January 31, 200X

February 1, 200X to February 28, 200X

XYZ CHILD DEVELOPMENT, INC
CHILD AND ADULT CARE FOOD PROGRAM - - DAY CARE HOMES

TIER I TIER II

FOR THE PERIOD JULY 1, 200X TO JUNE 30, 200X
SCHEDULE OF REPORTED, ADJUSTED, AND ALLOWED MEALS AND HOMES



Meal Type Reported *Adjusted Allowed Reported *Adjusted Allowed

Breakfast 79,987 (79,987) 0 0 79,987 79,987
Lunch 58,065 (58,065) 0 0 58,065 58,065
Supplement 159,975 (159,975) 0 0 159,975 159,975
Supper 35,001 (35,001) 0 0 35,001 35,001

Homes 915 0 915

Meal Type Reported *Adjusted Allowed Reported *Adjusted Allowed

Breakfast 80,895 (80,895) 0 0 80,895 80,895
Lunch 59,876 (59,876) 0 0 59,876 59,876
Supplement 161,880 (161,880) 0 0 161,880 161,880
Supper 36,547 (36,547) 0 0 36,547 36,547

Homes 910 0 910

Meal Type Reported *Adjusted Allowed Reported *Adjusted Allowed

Breakfast 92,777 (92,777) 0 0 92,777 92,777
Lunch 64,389 (64,389) 0 0 64,389 64,389
Supplement 185,554 (185,554) 0 0 185,554 185,554
Supper 43,288 (43,288) 0 0 43,288 43,288

Homes 903 0 903

Footnote:

A - 39

May 1, 200X to May 31, 200X

  * Adjusted meals are the result of the following actions: reclassifying enrolled children from Tier to Tier II, attendance and 
meal count errors, and meal production noncompliance

June 1, 200X to June 30, 200X

XYZ CHILD DEVELOPMENT, INC
CHILD AND ADULT CARE FOOD PROGRAM -- DAY CARE HOMES

SCHEDULE OF REPORTED, ADJUSTED, AND ALLOWED MEALS AND HOMES
FOR THE PERIOD JULY 1, 200X TO JUNE 30, 200X

TIER I TIER II  - LOW

April 1, 200X to April 30, 200X



A. Reimbursement Rates Calculation

Number of 
Homes

Reported 
Homes

Adjusted 
Homes

Allowed 
Homes

Day Care    
Home Adm. 

Payment 
Rates Total

0-50 600 0 600          $76 $45,600.00
51-200 1,800 0 1,800            58 104,400.00

201-1000 8,526 0 8,526            45 383,670.00
> 1000 0 0 0            40 0.00

Total Homes Times Applicable Rates $533,670.00

B. Net Administrative Costs Allowed (From Schedule of Allowed Administrative Costs) $379,220.77

C. Total Approved Administrative Budget $537,996.00

D. (1) (2)
Total Allowable 

Reimbursements       
Fed. Meal & State Meal

Lesser of Costs, 
Budget or Homes  

(A, B or C)
Sum of Column 

(1) and (2)
Applicable 

Rate

$1,629,670.81 $379,220.77 $2,008,891.58 X 30% $602,667.47

E. Total Allowable Administrative Reimbursement (Lesser of line A, B, C or D) $379,220.77
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FOR THE PERIOD JULY 1, 200X TO JUNE 30, 200X

XYZ CHILD DEVELOPMENT, INC.
CHILD AND ADULT CARE FOOD PROGRAM -- DAY CARE HOMES

DETERMINATION OF ALLOWABLE ADMINISTRATIVE REIMBURSEMENT



Period Reported* Adjusted Allowed
July $2,149.92                 $(11.66)(1) $2,138.26
August 2,770.54               1,030.00(3) 3,800.54
September 2,420.74               1,878.15(3) 4,298.89
October 3,106.12                       0.00 3,106.12
November 2,759.69               5,000.00(3) 7,759.69
December 2,542.85                       0.00 2,542.85
January 3,537.40               2,000.00(3) 5,537.40
February 3,827.50                       0.00 3,827.50
March 4,135.32                  564.30(3) 4,699.62
April 4,146.74                       0.00 4,146.74
May 4,228.41                       0.00 4,228.42
June 4,720.85                  111.66(2) 4,832.51

$40,346.08            $10,572.45 $50,918.53

Footnotes:

   * Retained 30% of State Meal Compensation
   (1) Disallowed breakfast and lunch meals
   (2) Interest income earned
   (3) Other income
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ALLOWED ADMINISTRATIVE INCOME

FOR THE PERIOD OF JULY 1, 200X TO JUNE 30, 200X

XYZ CHILD DEVELOPMENT, INC.
CHILD AND ADULT CARE FOOD PROGRAM -- DAY CARE HOMES

SCHEDULE OF REPORTED, ADJUSTED AND



Summary of Reported and Allowed Administrative Costs

Period Reported Cost
Audit 

Adjustments
Budget Deficit      
Adjustments Allowed Cost

July $37,926.00 (3,845.98)$           ($6,458.67) $27,621.35
August 43,554.00 (3,869.23)        (6,458.67) 33,226.10
September 43,574.00 (5,794.60)        (6,458.67) 31,320.73
October 64,456.00 (5,918.10)        (6,458.67) 53,079.23
November 32,073.00 (3,215.31)        (6,458.67) 22,399.02
December 39,961.00 (3,461.26)        (6,458.67) 30,041.07
January 47,136.00 (4,537.71)        (6,458.67) 36,139.62
February 42,357.00 (3,273.06)        (6,458.67) 32,625.27
March 40,845.00 (3,457.08)        (6,458.67) 30,929.25
April 39,799.00 (3,680.82)        (6,458.67) 29,659.25
May 51,673.00 (3,304.65)        (6,458.67) 41,909.68
June 70,665.00 (3,017.86)        (5,458.67) 61,188.47
Totals $554,019.00 (47,375.66)$          ($76,504.00)*     $430,139.30**
State Meal Compensation Funds Retained by Sponsor (0 to 30%) (40,346.08)
Other Income (10,572.45)
Net Administrative Costs $379,220.77

Note:

*Includes rounding adjustment .04.
    ** Includes rounding adjustment (.04)
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FOR THE PERIOD JULY 1, 200X TO JUNE 30, 200X

XYZ CHILD DEVELOPMENT, INC.
CHILD AND ADULT CARE FOOD PROGRAM -- DAY CARE HOMES

DETERMINATION OF REPORTED, ADJUSTED, AND ALLOWED COST



A - 43

$32,578.00

Budget 
SavingsCategory Approved 

Budget Actual Cost Budget Deficit

0.00

$0.00

  Benefits 90,624.00 31,854.00 0.00 58,770.00

  Salaries $276,978.00 $309,556.00

0.00

  Equipment purchased under $5,000 300.00 15,649.00 15,349.00

4,243.00

2,711.00

  Office supplies 0.00 0.00 0.00 0.00

  Equipment purchased $5,000 and over 11,954.00 9,243.00

0.00

0.00

  Printing 7,680.00 9,169.00 1,489.00 0.00

  Postage 29,980.00 34,223.00

  Office space 37,200.00 37,200.00 0.00

0.00

  Vehicle lease 12,720.00 13,284.00 564.00 0.00

  Utilities and communication 9,120.00 12,012.00 2,892.00

0.00

  Contract services 0.00 0.00 0.00 0.00

  Equipment Lease 0.00 0.00 0.00

0.00

  Advertising 0.00 0.00 0.00 0.00

  Training 0.00 0.00 0.00

0.00

  Insurance premiums 0.00 0.00 0.00 0.00

  Dues, subscriptions memberships 0.00 0.00 0.00

0.00  License related expenses 0.00 0.00 0.00

0.00

  In-state workshops 48,240.00 55,161.00 6,921.00 0.00

  Program activities 0.00 0.00 0.00

0.00

Total $537,996.00 $554,019.00 $77,504.00 $61,481.00

  Other 13,200.00 26,668.00 13,468.00

Determination of Budget Deficit (Adjustments)

XYZ CHILD DEVELOPMENT, INC.
CHILD AND ADULT ARE FOOD PROGRAM -- DAY CARE HOMES

FOR THE PERIOD JULY 1, 200X TO JUNE 30 200X

Miscellaneous Expenses

Administrative Labor

Administrative Supplies

Administrative Services

Administrative Expenses

0.00  Out-of-state conference 0.00 0.00 0.00



Period

Allowed Federal 
Funds            

Owed Providers

Allowed State    
Funds         

Owed Providers

Total Allowed 
Funds          

Owed Providers
Total Funds Paid 

Providers

Total Funds 
Underpaid 
(Overpaid)

July $106,067.20 $5,016.49 $111,083.69 $217,853.79 (106,770.10)$        
August 96,977.60 6,464.59 103,442.19 203,177.67 (99,735.48)
September 119,364.00 5,648.40 125,012.40 245,399.10 (120,386.70)
October 124,201.80 7,247.61 131,449.41 262,828.70 (131,379.29)
November 116,047.20 6,439.27 122,486.47 252,195.58 (129,709.11)
December 99,062.80 5,933.33 104,996.13 210,040.37 (105,044.24)
January 118,264.00 8,253.92 126,517.92 263,811.62 (137,293.70)
February 123,927.80 8,930.83 132,858.63 280,248.92 (147,390.29)
March 141,898.20 9,649.09 151,547.29 314,008.35 (162,461.06)
April 141,058.33 9,675.72 150,734.05 313,610.67 (162,876.62)
May 144,971.70 9,866.29 154,837.99 321,090.94 (166,252.95)
June 163,343.20 11,015.37 174,358.57 363,103.18 (188,744.61)
Totals $1,495,183.83 $94,140.91 $1,589,324.74 $3,247,368.89 (1,658,044.15)$     

Footnotes:

  * Overpayment is attributed to funds paid day care home providers based on Tier I instead of Tier II meals, attendance
    and meal count errors, and meal production noncompliance
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FOR THE PERIOD JULY 1, 200X TO JUNE 30, 200X

XYZ CHILD DEVELOPMENT, INC.
DETERMINATION OF ALLOWED PROVIDER PAYMENTS

(FEDERAL AND STATE)



 
Auditor's Letterhead 

 
 Report on Compliance and on Internal Control Over Financial 

Reporting Based on an Audit of Financial Statements Performed in 
Accordance With Government Auditing Standards 

 
 

 
 
 
To the Board of Directors 

 

XYZ Child Development, Inc. 
 
We have audited the financial statements of XYZ Child Development, Inc. (a not-for-profit 
organization), as of and for the year ended June 30, 200X, and have issued our report thereon dated 
September 30, 200X.  We conducted our audit in accordance with auditing standards generally 
accepted in the United States of America and the standards applicable to financial audits contained 
in Government Auditing Standards,  issued by the Comptroller General of the United States.   

Compliance 
As part of obtaining reasonable assurance about whether XYZ Child Development, Inc.’s financial 
statements are free of material misstatement, we performed tests of its compliance with certain 
provisions of laws, regulations, contracts, and grants, noncompliance with which could have a direct 
and material effect on the determination of financial statement amounts.  However, providing an 
opinion on compliance with those provisions was not an objective of our audit and, accordingly, we 
do not express such an opinion.  The results of our tests disclosed instances of noncompliance that 
are required to be reported under Government Auditing Standards.  These are described in the 
accompanying Schedule of  Findings and Questioned Costs as items, 200X-1,  200X-2, and 200X-3. 
 
Internal Control Over Financial Reporting 
In planning and performing our audit, we considered XYZ Child Development, Inc.’s internal 
control over financial reporting in order to determine our auditing procedures for the purpose of 
expressing our opinion on the financial statements and not to provide assurance on the internal 
control over financial reporting.  Our consideration of the internal control over financial reporting 
would not necessarily disclose all matters in the internal control over financial reporting that might 
be material weaknesses.  A material weakness is a condition in which the design or operation of one 
or more of the internal control components does not reduce to a relatively low level the risk that 
misstatements in amounts that would be material in relation to the financial statements being audited 
may occur and not be detected within a timely period by employees in the normal course of 
performing their assigned functions.   
 
We noted a certain matter involving the internal control over financial reporting and its operations 
that we consider to be a reportable condition.  Reportable conditions involve matters coming to our 
attention relating to significant deficiencies in the design or operation of the internal control over 
financial reporting that, in our judgment, could adversely affect XYZ Child Development, Inc.’s 
ability to record, process, summarize and report financial data consistent with the assertions of 
management in the financial statements.  A reportable condition is described in the accompanying 
Schedule of Findings and Questioned Costs as item, 200X-4. 
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Report on Compliance and on Internal Control Over Financial 
Reporting Based on an Audit of Financial Statements Performed in 

Accordance With Government Auditing Standards 
(Continued) 

 

This report is intended solely for the information of the audit committee, management, and 
appropriate government agencies.  However, this report is a matter of public record and its 
distribution is not limited. 

 

 

 

 

 

 
 

 

 

 

 

However, we do not believe the reportable condition described above is a material weakness.  We 
also noted other matters involving the internal control over financial reporting that we have reported 
to management of XYZ Child Development, Inc. in a separate letter dated September 30, 200X. 
 

 
  
 
Bean, Bean & Counter 
Certified Public Accountants 

 
September 30, 200X 
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June 30, 200X 

 

XYZ Child Development, Inc. 
NOTES TO THE SUPPLEMENTARY INFORMATION 

 
1.  Indirect Cost Rate Limitation 
 

In accordance with the Funding Terms and Conditions (FT&C’s) for Alternative Payment 
Programs,  indirect costs related to administrative activities fall within the eight percent 
(8%) maximum limitation. 
 

2.  Statement of Cash Flows 
 

SFAS No. 117 encourages organizations to use the direct method for reporting net cash  
flows from operating activities, but it also allows them to use the indirect method. 

 
3. Schedule of Expenditures of Federal and State Awards 
 

Federal and State awards expended are reported on the accrual basis of accounting in 
conformity with generally accepted accounting principles as described in the Notes to the 
Financial  Statements. 

Name of Federal Program:    CFDA Number: 
 

Child and Adult Care Food Program       10.558 
Child Care and Development Block Grant      93.757 
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XYZ Child Development, Inc. 
NOTES TO THE SUPPLEMENTARY INFORMATION 

June 30, 200X 
 
 
 

The Agency receives special rent subsidy from a private foundation, which is used to reimburse the 
Agency for the rent of the child center site.  These funds have been reported as restricted Child 
Development program income of $60,000 on the Status of Operating Agency Contracts, contract 
numbers GCTRxxxx (Line 2.a) and FCTRxxxx (Line 2.a).  The rental charge for the child center site is 
$6,000 a month. 

6.  Claim Preparation 
 

 
4.  Special Rent Subsidy 
   

 
 
5.   Property 
 

Property purchased with CDE contract funds during fiscal year 200X-200X has been separately 
accounted for in the property management system. 

 
 

  Centers: 
 

Monthly CACFP claims were prepared in accordance with the Total Count - Fixed Percentage 
claiming method. 
 
The "Total Count - Fixed Percentage" claiming method requires each Agency to accurately categorize 
enrollment data into free, reduced price, and base rate categories at least one time at the beginning of 
the  
fiscal year.  The percentage for each category becomes the percentage used to determine 
reimbursement for the fiscal year.  These percentages may be adjusted by the Agency to accurately 
categorize enrollment if material changes in the enrollment if material changes in the enrollment 
percentages occur during the fiscal year. 

 
  Day Care Homes: 
 

Monthly CACFP claims were prepared in accordance with the Tiering claiming method. 
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XYZ Child Development, Inc. 
NOTES TO THE SUPPLEMENTARY INFORMATION 

June 30, 200X 
 

 

 
 

  Tiering: 
 

A day care home sponsor must collect eligibility from each day care home provider under sponsorship. 
 All providers are Tier II unless eligibility has been documented.  A Tier I home is determined based 
on either the location of the home in an eligible area or by the provider’s income.  Sponsors must 
document the determinations and keep on file as long as the classification is in effect plus three fiscal 
years. 
 
Tier I eligibility determinations: 
 
! A day care home located in the enrollment zone of an elementary school in which at least 50% of 

the children enrolled are certified eligible to receive free or reduced price meals.  This is 
documented in the provider’s file showing the provider’s address is within the attendance zone of 
the school and documentation that the school is eligible.  This determination is good for three 
years.  All eligible meals served to enrolled children in the provider’s home are reimbursed at Tier 
I rates. 

 
! A day care home that is located in a geographic area, as defined by USDA based on census data, in 

which at least 50% of the children residing in the area are from households which meet the income 
standards for free or reduced price meals.  Documentation from census tract must verify this 
determination.  This determination is good until the next census.  All eligible meals served to 
enrolled children in this provider’s home are reimbursed at Tier I rates. 

  
! The provider’s household income may be used to classify the home as Tier I.  The household 

income must be verified using the Provider’s Federal income tax documents, i.e. Form 1040; a 
copy of a pay stub; or a statement of day care home business income and expenses.  This 
determination is good until new income eligibility guidelines are published July the following year.

 
Children enrolled in a Tier II home may be Tier I eligible: 
 
A Tier II provider may ask the sponsoring organization to collect eligibility applications from the 
parents of her enrolled children.  The sponsor determines the eligibility and gives the provider the 
number of eligible Tier I and Tier II children. 

 
 
7.  Allowable Indirect Costs 
 

Indirect costs are only applicable to the 1000-5000 series of general ledger expenditure accounts in the 
California School Accounting Manual.  In accordance with CDP’s FT&C’s, indirect costs cannot be 
charged on capital outlay expenditures in the 6000 series accounts. 
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Auditor’s Lettterhead 

 
MANAGEMENT LETTER 

 
 
 
 
 
 
 
To the Board of Directors 
XYZ Child Development, Inc. 
 
In planning and performing our audit of the financial statements of XYZ Child Development, Inc. 
for the year ended June 30, 200X, we considered its internal controls in order to determine our 
auditing procedures for the purpose of expressing our opinion on the financial statements and not to 
provide assurance on the internal controls.  
 
However, during our audit, we became aware of matters that are opportunities for strengthening 
internal controls and operating efficiency.  This letter does not affect our report dated September 30, 
200X, on the financial statements of XYZ Child Development, Inc.  
 
1. During the audit, it was noted that parent fees requirements could not be verified to actual 

collections because of inadequate documentation. 
 

Recommendation 
 

A record of each parent's required fee, based on the family income, should be maintained.  In 
addition, the collection should be recorded to ascertain that all required parent fees are collected. 

 
2. We are questioning the travel cost of $127.10 for a conference, which was claimed under the 

agency's State Child Development Program, because the conference was for Head Start teachers. 
 Such expense should have been claimed as part of the Head Start Program. 

 
We will review the status of these matters during our next audit engagement.  We have already 
discussed these matters with management, and will be pleased to discuss them in further detail at 
your convenience or assist in implementing the recommendation. 
 

 

The information contained in this letter is intended solely for the use of the Board of Directors, audit 
committee, management, and appropriate government agencies. 
 
 
Bean, Bean & Counter 
Certified Public Accountants 
 
 
September 30, 200X 

 
A – 50 



 
AUDIT FORM NUMBER CROSS-REFERENCE TO CHILD DEVELOPMENT PROGRAMS 

FISCAL YEAR 2001 -- 2002 
New Form Contract   AFR 
Number Prefix               Program Name   Program Type (a) Worksheet 

       
  AUD 1400 GHAN Special Programs - Severely Handicapped Center-Based C-B 
       
  AUD 2507 FBRR Resource and Referral - Federal Resource & Referral R&R 
  GFRR Resource and Referral - State Resource & Referral R&R 
       
  AUD 8501 GPRE C-B State Preschool Center-Based 
  GWAP Full-Day Preschool Center-Based C-B 
       
  AUD 9500 FCTR Center Child Care - Federal Center-Based C-B 
  GCTR Center Child Care - State Center-Based C-B 
  FHUD Housing and Development Federal Center-Based C-B 
  GHUD Housing and Development State Center-Based C-B 
  GCAM Campus Child Care Center-Based C-B 
  GMIG Migrant Child Care Center-Based C-B 
       
  AUD 9500-A GMSS Migrant Specialized Services Center-Based C-B 
       
  AUD 9500-AP F2AP Alternative Payment Stage 2 - Federal CalWORKS CalWorks 
  Alternative Payment Stage 2 - State CalWORKS CalWorks G2AP 
  F3TO CalWORKS CalWorks Alternative Payment Stage 3 - Federal 
  G3TO Alternative Payment Stage 3 - State CalWORKS CalWorks 
  FAPP Alternative Payment - Federal Alternative Payment AP 
  GAPP Alternative Payment - State Alternative Payment AP 
  FMAP Migrant Alternative Payment - Federal Alternative Payment AP 
  FCPS Child Protective Services - Federal Alternative Payment AP 
  GCPS Child Protective Services - State Alternative Payment AP 
  FFCC Family Child Care Homes - Federal Family Child Care Home FCCH 
  GFCC Family Child Care Homes - State Family Child Care Home FCCH 
       
  AUD 9516-D GLTK Extended Day Care - Latchkey - Days Latchkey Latchkey 
       
  AUD 9516-H GLTK Extended Day Care - Latchkey - Hours Latchkey Latchkey 
       
  AUD 9529 FCAP One-Time-Only Capacity Project - Federal Grant 
  FCIP Infant/Toddler Earmarked - Federal One-Time-Only Grant 
  FHST Health and Safety - Federal One-Time-Only Grant 
  FLPC Local Planning Council - Federal One-Time-Only Planning Grant
  FQUI Consortium – Federal One-Time-Only Grant 
  FSCC School Age Resource - Federal One-Time-Only Grant 
  GIMS Instructional Materials - State One-Time-Only Grant 
  GMSC Miscellaneous – State One-Time-Only Grant 
  GRPM Renovation and Repair - State One-Time-Only Grant 
       
(a)  The former Audited Final Reimbursement (AFR) Calculation Worksheet's Fiscal Year Summary showed these 
       Program Types, except that "One-Time Only" contracts were shown as "Grants." 
 Note:  Contract Prefixes beginning with an "F" designate Federal contracts and those beginning with a "G," State contracts. 
 

A –51



Agency Name:  Vendor No. Z999

Fiscal Year End: Contract No.

Independent Auditor's Name:

COLUMN B

AUDIT ADJUSTMENT INCREASE OR
(DECREASE)

190 5 
169

179

X No Noncertified Children

290

Independent Auditor's Certifications on meeting the requirements of the California Department of Education, Child Development Division:

  Attendance records are being maintained as required (check YES or NO):

X   YES

   NO - Explain any discrepancies.

  Attendance data reported in Column C, above, agree with the original supporting records,
  such as sign-in/sign-out sheets and daily attendance records (check YES or NO):

X   YES

   NO - Explain any discrepancies.

COMMENTS - If necessary, attach additional sheet(s) to explain information contained on this page:

AUD 8501  Page 1 of 2  (3/2002) A - 52

Check this box and continue to Section III if no   
noncerified children are enrolled in the program

SECTION II - NONCERTIFIED CHILDREN

6,720 
250 

6,720 

Days of Enrollment

Days of Attendance
Days of Operation

6,920 6,925 

COLUMN C

Days of Enrollment 0 

250 

AUDITED FINAL ATTENDANCE AND FISCAL REPORT
for State Preschool Programs

XYZ Child Development, Inc.

June 30, 200X GWAPxxxx

Bean, Bean and Counter, CPA's

SECTION I - CERTIFIED CHILDREN EDP  
NO. CUMULATIVE FISCAL 

YEAR PER AGENCY
CUMULATIVE FISCAL YEAR 

PER AUDIT

COLUMN A



Agency Name:  Vendor No. Z999

Fiscal Year End: Contract No.

COLUMN B
AUDIT ADJUSTMENT INCREASE OR

(DECREASE)

308
339

Other (specify): 312
311 0
310
329

306
360

Other (specify): 362
390 $0

REIMBURSABLE EXPENSES

404
406

4000 Books and Supplies 408
5000 Services and Other Operating Expenses 412
6100/6200 Other Approved Capital Outlay 413
6400 New Equipment (program-related ) 414
6500 Equipment Replacement ( program-related) 416
Depreciation or Use Allowance 439
Start-Up Expenses (service level exemption) 447
Indirect Costs -- Rate: 7.53% 459

NONREIMBURSABLE EXPENSES
6100-6500 Nonreimbursable capital outlay

490 $0
$0

AUD 8501  Page 2 of 2  (3/2002) A - 53

AUDITED FINAL ATTENDANCE AND FISCAL REPORT
for State Preschool Programs

XYZ Child Development, Inc.

June 30, 200X GWAPxxxx

SECTION III - REVENUE EDP  
NO.

COLUMN A COLUMN C
CUMULATIVE FISCAL 
YEAR PER AGENCY

CUMULATIVE FISCAL YEAR 
PER AUDIT

RESTRICTED PROGRAM INCOME
302 $0 $0 $0Child Care Food/National School Lunch Program

Restricted income for operating costs 0
Maintenance of Effort 0

0

0
SUBTOTAL 0 0

TRANSFER FROM RESERVE FUND 0
FAMILY FEES FOR CERTIFIED CHILDREN (GWAP Only) 0

0Parent fees for noncertified children

INTEREST EARNED ON CHILD DEVELOPMENT 
CONTRACT PAYMENTS 349
NON-RESTRICTED INCOME

356
Cal Learn Program 0
Head Start Funds 0

0
TOTAL REVENUE $0 $0

SECTION IV - EXPENSES

402 $36,000 $0 $36,0001000 Certificated Salaries
2000 Classified Salaries 7,500 7,500
3000 Employee Benefits 13,000 13,000

1,500 1,500
35,000 35,000

0
0
0
0
0

7,000 7,000

479 0

0
Total Expenses $100,000 $100,000

Other nonreimbursable expenses ( specify ):
489

TOTAL ADMINISTRATIVE COST (included in section IV above) $12,000 $12,000

COMMENTS - If necessary, attach additional sheet(s) to explain information contained on this page:



Agency Name:     Vendor No. Z999

Fiscal Year Ended:    Contract No.

Independent Auditor's Name:

COLUMN A COLUMN B COLUMN C COLUMN D COLUMN E

103 5,867             771                 6,638               1.700 11,285           
105 -                   1.275 -                 
107 -                   0.935 -                 

103A -                   1.400 -                 
105A -                   1.050 -                 
107A -                   0.770 -                 

103B 2,542             56                   2,598               1.400 3,637             
105B 48                  48                    1.050 50                  
107B 5                    5                      0.770 4                    

113 26,750           1,624              28,374             1.000 28,374           
115 4,647             4,647               0.750 3,485             
117 6,480             6,480               0.550 3,564             

123 -                   1.200 -                 
125 -                   0.900 -                 
127 -                   0.660 -                 

133 -                   1.100 -                 
135 -                   0.825 -                 
137 -                   0.605 -                 

143 132                21                   153                  1.100 168                
145 -                   0.825 -                 
147 -                   0.605 -                 

153 -                   1.500 -                 
155 -                   1.125 -                 
157 -                   0.825 -                 
190 46,471           2,472              48,943             50,567           
169 250                250                  
179 48,529         48,529            

AUD 9500  Page 1 of 3  (3/2002) A - 54

June 30, 200X GCTRxxxx

Bean, Bean and Counter, CPA's

NO NONCERTIFIED CHILDREN - Check this box and continue to Section III if no noncertified children were enrolled in the program.

-                   

1.298-                   

-                 

-                   1.770

DAYS OF ATTENDANCE

151

One-half-time

-                 
Severely Handicapped

-                 

-                   1.416 -                 

1.298

-                   1.652

-                   1.180

-                   

-                 

1.652

2.006-                   

-                 

111

121

131

141

TOTAL DAYS OF ENROLLMENT
DAYS OF OPERATION

Full-time-plus
Full-time
Three-quarters-time

Full-time
Three-quarters-time
One-half-time

Three-quarters-time
One-half-time

Children at Risk of Abuse or Neglect
Full-time-plus

One-half-time
Limited and Non-English Proficient

Full-time-plus
Full-time

Exceptional Needs
Full-time-plus
Full-time
Three-quarters-time

Full-time-plus
Full-time
Three-quarters-time
One-half-time

Full-time
Three-quarters-time
On-half-time

Three Years and Older

AUDITED FINAL ATTENDANCE AND FISCAL REPORT
for Child Development Programs

CUMULATIVE FISCAL
YEAR PER AUDIT

ADJUSTMENT 
FACTOR

ADJUSTED DAYS 
OF ENROLLMENT 

PER AUDIT

EDP  
NO.

CUMULATIVE  
FISCAL YEAR PER 

AGENCY

AUDIT 
ADJUSTMENTS

SECTION I - CERTIFIED CHILDREN

XYZ Child Development Inc.

DAYS OF ENROLLMENT

101Full-time-plus
Infants (up to 18 months)

One-half-time

Full-time plus
Full-time

FCCH Infants (up to 18 months)

-                 

-                 

Full-time
Three-quarters-time

101A

Toddlers (18 up to 36 months)
Full-time-plus 101B

One-half-time
Three-quarters-time



Agency Name:   Vendor No. Z999

Fiscal Year Ended:   Contract No.
                Commingled Contract No. (If Any)

SECTION II - NONCERTIFIED CHILDREN COLUMN A COLUMN B COLUMN C COLUMN D COLUMN E
Report all children who were not certified but
were served at the same site(s) as certified
children.

203 785                785                  1.700 1,335             
205 6                    6                      1.275 8                    
207 5                    5                      0.935 5                    

203A -                   1.400 -                 
205A -                   1.050 -                 
207A -                   0.770 -                 

203B 943                943                  1.400 1,320             
205B 45                  45                    1.050 47                  
207B 12                  12                    0.770 9                    

213 4,094             198                 4,292               1.000 4,292             
215 885                885                  0.750 664                
217 5,045             (361)                4,684               0.550 2,576             

223 -                   1.200 -                 
225 -                   0.900 -                 
227 -                   0.660 -                 

233 -                   1.100 -                 
235 -                   0.825 -                 
237 -                   0.605 -                 

243 -                   1.100 -                 
245 -                   0.825 -                 
247 -                   0.605 -                 

253 -                   1.500 -                 
255 -                   1.125 -                 
257 -                   0.825 -                 
290 11,820           (163)                11,657             10,255           
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FCTRxxxx

ADJUSTMENT 
FACTOR

ADJUSTED DAYS 
OF ENROLLMENT 

PER AUDIT

-                   2.006 -                 

1.652

AUDITED FINAL ATTENDANCE AND FISCAL REPORT
for Child Development Programs

XYZ Child Development Inc.

June 30, 200X GCTRxxxx

EDP  
NO.

CUMULATIVE  
FISCAL YEAR PER 

AGENCY

AUDIT 
ADJUSTMENTS

CUMULATIVE FISCAL
YEAR PER AUDIT

DAYS OF ENROLLMENT

201
Infants (up to 18 months)

Full-time-plus
Full-time
Three-quarters-time
One-half-time

-                   -                 Full-time plus
FCCH Infants (up to 18 months)

201A
Full-time
Three-quarters-time
One-half-time

Toddlers (18 up to 36 months)
1.652 -                 Full-time-plus

Full-time
201B -                   

Three-quarters-time
On-half-time

Three Years and Older
211 -                 Full-time-plus

Full-time
Three-quarters-time

-                   1.180

One-half-time
Exceptional Needs

221Full-time-plus -                   1.416 -                 
Full-time
Three-quarters-time
One-half-time

Limited and Non-English Proficient
1.298 -                 Full-time-plus

Full-time
231 -                   

Three-quarters-time
One-half-time

Children at Risk of Abuse or Neglect
241 -                 Full-time-plus

Full-time
Three-quarters-time

-                   1.298

One-half-time
Severely Handicapped

251Full-time-plus -                   1.770 -                 
Full-time
Three-quarters-time
One-half-time

TOTAL DAYS OF ENROLLMENT



Agency Name:  Vendor No. Z999

Fiscal Year End:

COLUMN B
AUDIT ADJUSTMENT 

INCREASE OR 
(DECREASE)

308
339

Other (specify): 312
310 0
311

331

350

358
Other (specify): 362 0

390 $0

1000 Certificated Salaries 402
2000 Classified Salaries 404

406
408
412
413
414
416
439

Start-Up Expenses (service level exemption) 447
Start-Up/Close-Down Expenses (migrant) 449
Indirect Costs -- Rate %: 7.70% 459

490 $0
$0

Independent Auditor's Certifications on meeting the requirements of the California Department of Education, Child Development Division:
  Attendance records are being maintained as required (check YES or NO): COMMENTS:

X   YES

   NO - Explain any discrepancies.

  Attendance data reported in Column C of pages 1 and 2 agree with the original supporting
  records, such as sign-in/sign-out sheets and daily attendance records (check YES or NO):

X   YES

   NO - Explain any discrepancies.
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                 Commingled Contract No. (If Any) FCTRxxxx
GCTRxxxx

AUDITED FINAL ATTENDANCE AND FISCAL REPORT
for Child Development Programs

XYZ Child Development Inc.

                         Contract No.

SECTION III - REVENUE EDP  
NO.

COLUMN A

June 30, 200X

COLUMN C

CUMULATIVE FISCAL YEAR PER 
AGENCY

CUMULATIVE FISCAL YEAR PER 
AUDIT

RESTRICTED PROGRAM INCOME
302 $25,462 $0 $25,462CCF/National School Lunch Program

Restricted income for operating costs 57,466 57,466
Maintenance of Effort 27,000 27,000

Rent subsidy 60,000 60,000
SUBTOTAL 169,928 169,928

TRANSFER FROM RESERVE FUND 0 0
FAMILY FEES FOR CERTIFIED CHILDREN

329 54,581 54,581State General Fund
Federal Fund 0

INTEREST EARNED ON CHILD 
DEVELOPMENT CONTRACT PAYMENTS

349 3,242 3,242State General Fund
Federal Fund 0

NON-RESTRICTED INCOME
356 0Parent fees for noncertified children

Cal Learn Program 0
0 0

TOTAL REVENUE $227,751 $227,751
SECTION IV - EXPENSES

$0Direct Payments to Providers (FCCH Only)
169,210 169,210

REIMBURSABLE EXPENSES
401 $0 $0

115,781 115,781
3000 Employee Benefits 38,942 38,942
4000 Books and Supplies 50,478 50,478
5000 Services/Other Operating Expenses 379,474 379,474
6100/6200 Other Approved Capital Outlay 9,100 9,100
6400 New Equipment (program-related ) 31,049 31,049
6500 Replace Equipment (program-related) 0
Depreciation or Use Allowance 9,250 9,250

5,200 5,200
0

62,250 62,250
NONREIMBURSABLE EXPENSES

479 18,826 18,8266100-6500 Nonreimbursable capital outlay

0
TOTAL EXPENSES $889,560 $889,560

Other nonreimbursable expenses (specify ):
489

TOTAL ADMINISTRATIVE COST (in Sec. IV) $105,054 $105,054

Attendance adjustments were made to correct 
math errors.



Agency Name:     Vendor No. Z999

Fiscal Year Ended:    Contract No.

Independent Auditor's Name:

COLUMN A COLUMN B COLUMN C COLUMN D COLUMN E

103 117                41                   158                  1.700 269                 
105 -                   1.275 -                 
107 -                   0.935 -                 

103A -                   1.400 -                 
105A -                   1.050 -                 
107A -                   0.770 -                 

103B 297                297                  1.400 416                 
105B -                   1.050 -                 
107B -                   0.770 -                 

113 9,898             (642)                9,256               1.000 9,256              
115 4,450             4,450               0.750 3,338              
117 15,598           15,598             0.550 8,579              

123 -                   1.200 -                 
125 -                   0.900 -                 
127 -                   0.660 -                 

133 -                   1.100 -                 
135 -                   0.825 -                 
137 -                   0.605 -                 

143 -                   1.100 -                 
145 -                   0.825 -                 
147 -                   0.605 -                 

153 -                   1.500 -                 
155 -                   1.125 -                 
157 -                   0.825 -                 
190 30,360           (601)                29,759             21,857            
169 250                250                  
179 28,953           28,953             
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-                 

-                 

Full-time
Three-quarters-time

101A

Toddlers (18 up to 36 months)
Full-time-plus 101B

One-half-time
Three-quarters-time

One-half-time

Full-time plus
Full-time

FCCH Infants (up to 18 months)

DAYS OF ENROLLMENT

101Full-time-plus
Infants (up to 18 months)

AUDITED FINAL ATTENDANCE AND FISCAL REPORT
for Child Development Programs

CUMULATIVE FISCAL
YEAR PER AUDIT

ADJUSTMENT 
FACTOR

ADJUSTED DAYS 
OF ENROLLMENT 

PER AUDIT

EDP  
NO.

CUMULATIVE  
FISCAL YEAR PER 

AGENCY

AUDIT 
ADJUSTMENTS

SECTION I - CERTIFIED CHILDREN

XYZ Child Development Inc.

Full-time
Three-quarters-time
On-half-time

Three Years and Older
Full-time-plus
Full-time
Three-quarters-time
One-half-time

Exceptional Needs
Full-time-plus
Full-time
Three-quarters-time
One-half-time

Limited and Non-English Proficient
Full-time-plus
Full-time

Full-time
Three-quarters-time
One-half-time

Three-quarters-time
One-half-time

Children at Risk of Abuse or Neglect
Full-time-plus

TOTAL DAYS OF ENROLLMENT
DAYS OF OPERATION

Full-time-plus
Full-time
Three-quarters-time

111

121

131

141

-                   

-                 

1.652

2.006-                   

-                 

1.298

-                   1.652

-                   1.180

-                 

-                   1.416 -                 

-                   1.770

DAYS OF ATTENDANCE

151

One-half-time

-                 
Severely Handicapped

June 30, 200X FCTRxxxx

Bean, Bean and Counter, CPA's

NO NONCERTIFIED CHILDREN - Check this box and continue to Section III if no noncertified children were enrolled in the program.

-                   

1.298-                   

-                 



Agency Name: XYZ Child Development, Inc.  Vendor No. Z999

Fiscal Year End: June 30, 200X Contract No. F3TOxxxx

Independent Auditor's Name: Bean, Bean and Counter, CPA's

Column B

AUDIT ADJUSTMENT INCREASE
OR (DECREASE)

306
308
339

Other: 312
311 0
310
329 1,000

Other: 362

390 $1,000

1000 Certificated Salaries 402
2000 Classified Salaries 404

406
408 600
412
413
414
416
439

Start-Up Expenses (service level exemption) 447
Indirect Costs -- Rate: 5.61% 459

Other: 489

490 $600
690 $0

DAYS OF OPERATION 169 (1)
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250 249

0
0

15,000

0

$0 $0

350350

0
0

5,000

5000 Services and Other Operating Expenses
6100/6200 Other Approved Capital Outlay

250
1,350

AUDITED FINAL FISCAL REPORT
for Alternative Payment or Family Child Care Home Programs

SECTION I - REVENUE EDP  
NO.

Column A Column C
CUMULATIVE FISCAL YEAR 

PER AUDIT
CUMULATIVE FISCAL 
YEAR PER AGENCY

22,8056400 New Equipment (program-related )

10,514

Depreciation or Use Allowance
6500 Equipment Replacement (program-related)

$197,394

10,514
NONREIMBURSABLE EXPENSES

0

Family fees were understated by $1,000 due to an accounting misclassification.  Books and supplies were understated by $600 due to a 
math error.  Days of Operation were overstated by one day because a holiday was erroneously included when counting the day

6100-6500 Nonreimbursable capital outlay

TOTAL EXPENSES
TOTAL ADMINISTRATIVE COST (included above)

0

$14,250

COMMENTS - If necessary, attach additional sheet(s) to explain information contained in this report:

479

$14,250
$197,994

Child Care Food/National School Lunch Program
RESTRICTED PROGRAM INCOME

0

302

SUBTOTAL

$0

Maintenance of Effort

Restricted income for operating costs
Cal Learn Program

4000 Books and Supplies
4753000 Employee Benefits

2,750

5,600

2,750
475

5,000

22,805
0

0
0

$152,000

INTEREST EARNED ON CHILD DEVELOPMENT 
CONTRACT PAYMENTS

TOTAL REVENUE

401

SECTION II - EXPENSES

$0 $152,000Direct Payments to Providers
REIMBURSABLE EXPENSES

5,000

NON-RESTRICTED INCOME
Parent fees for noncertified children 356

TRANSFER FROM RESERVE FUND
FAMILY FEES FOR CERTIFIED CHILDREN 14,000

349

250
1,350

0

$20,350$19,350
0

2,2502,250



Agency Name:     Vendor No. Z999

Fiscal Year Ended:    Contract No.

Independent Auditor's Name:

COLUMN A COLUMN B COLUMN C COLUMN D COLUMN E

921 0 1.20 0
931 0 1.10 0
941 0 1.10 0
951 0 1.50 0

990 91,000 0 91,000 91,000

169 247 247
961 90,500 90,500

923 0 1.20 0
933 0 1.10 0
943 0 1.10 0
953 0 1.50 0

992 109,000 0 109,000 109,000

Independent Auditor's Certifications on meeting the requirements of the California Department of Education, Child Development Division:

  Attendance records are being maintained as required (check YES or NO):

X   YES

   NO - Explain any discrepancies.

  Attendance data reported in Column C, above, agree with the original supporting records,

  such as sign-in/sign-out sheets and daily attendance records (check YES or NO):

X   YES

   NO - Explain any discrepancies.

COMMENTS - If necessary, attach additional sheet(s) to explain information contained on this page:
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XYZ Child Development, Inc.

June 30, 200X GLTKxxxx

Bean, Bean and Counter, CPA's

AUDIT 
ADJUSTMENTS

SECTION I - CERTIFIED CHILDREN

HOURS OF ENROLLMENT
911 91,000Kindergarten through Grade 9

Children at Risk of Abuse or Neglect
Limited and Non-English Proficient
Exceptional Needs

AUDITED FINAL ATTENDANCE AND FISCAL REPORT
for School Age Community Child Care Services - Hours

CUMULATIVE FISCAL
YEAR PER AUDIT

ADJUSTMENT 
FACTOR

ADJUSTED DAYS 
OF ENROLLMENT 

PER AUDIT

EDP  
NO.

CUMULATIVE  
FISCAL YEAR PER 

AGENCY

91,0001.0091,000

Severely Handicapped

TOTAL HOURS OF ENROLLMENT

DAYS OF OPERATION

SECTION II - NONCERTIFIED CHILDREN

109,000 1.00

HOURS OF ATTENDANCE

NO NONCERTIFIED CHILDREN - Check this box and continue to Section III if no noncertified children were enrolled in the program.

HOURS OF ENROLLMENT
913 109,000 109,000

TOTAL HOURS OF ENROLLMENT

Exceptional Needs
Limited and Non-English Proficient
Children at Risk of Abuse or Neglect
Severely Handicapped

Kindergarten through Grade 9



Agency Name:  Vendor No. Z999

Fiscal Year End:   Contract No.

COLUMN B
AUDIT ADJUSTMENT 

INCREASE OR 
(DECREASE)

308
339

Other (specify): 312
311 0
310
329

358
Other (specify): 362

390 $0

1000 Certificated Salaries
2000 Classified Salaries 404

406
408
412
413
414
416
439

Start-Up Expenses (service level exemption) 449
Indirect Costs -- Rate %: 7.50% 459

490 $0
690 $0
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COMMENTS - If necessary, attach additional sheet(s) to explain information contained in this report:

TOTAL EXPENSES $375,000 $375,000
TOTAL ADMINISTRATIVE COST (in Sec. IV) $52,788 $52,788

0

NONREIMBURSABLE EXPENSES
4796100-6500 Nonreimbursable capital outlay

Other nonreimbursable expenses (specify ):
489

0
26,250 26,250

0

6500 Replace Equipment (program-related) 0
Depreciation or Use Allowance 1,250 1,250

6100/6200 Other Approved Capital Outlay 8,400 8,400
6400 New Equipment (program-related ) 3,000 3,000

4000 Books and Supplies 4,000 4,000
5000 Services/Other Operating Expenses 45,000 45,000

$162,000
78,000 78,000

3000 Employee Benefits 47,100 47,100

REIMBURSABLE EXPENSES
402 $162,000 $0

TOTAL REVENUE $0 $0
SECTION IV - EXPENSES

Cal Learn Program 0
0

0CONTRACT PAYMENTS
NON-RESTRICTED INCOME

356 0Parent fees for noncertified children

INTEREST EARNED ON CHILD 
349

TRANSFER FROM RESERVE FUND 0
FAMILY FEES FOR CERTIFIED CHILDREN 0

0
SUBTOTAL 0 0

Restricted income for operating costs 0
Maintenance of Effort 0

COLUMN C

CUMULATIVE FISCAL YEAR PER 
AGENCY

CUMULATIVE FISCAL YEAR PER 
AUDIT

RESTRICTED PROGRAM INCOME
302 $0 $0 $0CCF/National School Lunch Program

SECTION III - REVENUE EDP  
NO.

COLUMN A

AUDITED FINAL ATTENDANCE AND FISCAL REPORT
for School Age Community Child Care Services - Hours

XYZ Child Development, Inc.

June 30, 200X GLTKxxxx



Agency Name: XYZ Child Development, Inc.  Vendor No. Z999

Fiscal Year End: June 30, 200X Contract No. FLPCxxxx

Independent Auditor's Name: Bean, Bean and Counter, CPA's

COLUMN B

AUDIT ADJUSTMENT INCREASE 
OR (DECREASE)

Other (specify):
0

Other (specify):

$0

1000 Certificated Salaries
2000 Classified Salaries

Start-Up Expenses (service level exemption)
Indirect Costs -- Rate: 7.98% (62)

($62)

($62)
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$2,250

0

200

1,100
150

$2,250

6100/6200 Other Approved Capital Outlay

150

FAMILY FEES FOR CERTIFIED CHILDREN

$0
1,100

INTEREST EARNED ON CHILD DEVELOPMENT 

SUBTOTAL

410

Parent fees for noncertified children

3000 Employee Benefits
4000 Books and Supplies

Child Care Food/National School Lunch Program
RESTRICTED PROGRAM INCOME

2,500

COMMENTS - If necessary, attach additional sheet(s) to explain information contained in this report:

410
0

500
0
0Depreciation or Use Allowance

NONREIMBURSABLE EXPENSES

6400 New Equipment (program-related )

5000 Services and Other Operating Expenses

Reduced indirect costs to 8 percent maximum (rounded) on expenditure categories 1000 - 5000.

6100-6500 Nonreimbursable capital outlay
Other nonreimbursable expenses (specify ):

TOTAL EXPENSES

TOTAL ADMINISTRATIVE COST (included in section II above)

0

$890 $828

$4,938

NON-RESTRICTED INCOME

$5,000

328

500

200

0

$0

$2,750TOTAL REVENUE $2,750

0

2,500

$0 $0

2,500
0

2,500

Cal Learn Program

AUDITED FINAL REVENUE AND EXPENDITURE REPORT
for One-Time-Only Contracts

SECTION I - REVENUE CUMULATIVE FISCAL 
YEAR PER AGENCY

CUMULATIVE FISCAL YEAR 
PER AUDIT

COLUMN A COLUMN C

390

250250

SECTION II - EXPENDITURES
REIMBURSABLE

CONTRACT PAYMENTS

6500 Equipment Replacement (program-related)

0
0

Maintenance of Effort
Restricted income for operating costs

0

0



Agency Name: XYZ Child Development, Inc.  Vendor No. Z999

Fiscal Year End: June 30, 200X Contract No. GIMSxxxx

Independent Auditor's Name: Bean, Bean and Counter, CPA's

COLUMN B

AUDIT ADJUSTMENT INCREASE 
OR (DECREASE)

Other (specify):
0

Other (specify):

$0

1000 Certificated Salaries
2000 Classified Salaries

Start-Up Expenses (service level exemption)
Indirect Costs -- Rate: 7.98%

$0

$0
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$0

0

370

0
0

$0

6100/6200 Other Approved Capital Outlay

FAMILY FEES FOR CERTIFIED CHILDREN

$0

INTEREST EARNED ON CHILD DEVELOPMENT 

SUBTOTAL

Parent fees for noncertified children

3000 Employee Benefits
4000 Books and Supplies

Child Care Food/National School Lunch Program
RESTRICTED PROGRAM INCOME

0

COMMENTS - If necessary, attach additional sheet(s) to explain information contained in this report:

0
0
0
0
0Depreciation or Use Allowance

NONREIMBURSABLE EXPENSES

6400 New Equipment (program-related )

5000 Services and Other Operating Expenses

Indirect costs were $29.51 which is 7.98 percent of expenditure categores 1000 - 5000.

6100-6500 Nonreimbursable capital outlay
Other nonreimbursable expenses (specify ):

TOTAL EXPENSES

TOTAL ADMINISTRATIVE COST (included in section II above)

0

$30 $30

$400

NON-RESTRICTED INCOME

$400

30

370

0

$0

$0TOTAL REVENUE $0

0

$0 $0

0
0
0

Cal Learn Program

AUDITED FINAL REVENUE AND EXPENDITURE REPORT
for One-Time-Only Contracts

SECTION I - REVENUE CUMULATIVE FISCAL 
YEAR PER AGENCY

CUMULATIVE FISCAL YEAR 
PER AUDIT

COLUMN A COLUMN C

30

0

SECTION II - EXPENDITURES
REIMBURSABLE

CONTRACT PAYMENTS

6500 Equipment Replacement (program-related)

0
0

Maintenance of Effort
Restricted income for operating costs

0

0



Agency Name:

Fiscal Year End:                    Vendor No.

Federally Insured Bank Name:           Bank Account No.

Independent Auditor's Name:

COLUMN B
AUDIT ADJUSTMENT INCREASE 

OR (DECREASE)

BEGINNING CASH BALANCE - Last Fiscal Year's
Ending Cash Balance (Not from CDFS 9530)

FROM CONTRACT(S) - During Current Fiscal Year:
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.

0

SUBTOTAL 0

Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.

0

$320

AUD 9530-A (AP)  Page 1 of 1  (5/2002) A - 63

Contractor omitted interest earned and credited to bank account.

ENDING CASH BALANCE - This Fiscal Year $12,414

COMMENTS - If necessary, attach additional sheet(s) to explain information contained in this report:

$12,734

0
0

0

0

5,000F3TOxxxx

Total Transferred from Reserve Account

0

0

17,414

ACCOUNT - During Current Fiscal Year

0 0
0

0
0

0

PLUS INTEREST CREDITED TO RESERVE

Total Transferred to Reserve Account

F3TOxxxx

5,000
0

5,000

0
0

0

320

0

320

0

AUDITED FINAL RESERVE ACCOUNT CASH ACTIVITY REPORT
for Alternative Payment Programs

ALTERNATIVE PAYMENT RESERVE ACCOUNT PER AGENCY'S ACCOUNTING 
LEDGER PER AUDIT

COLUMN A COLUMN C

XYZ Child Development, Inc.

June 30, 200X

0
0

0

LESS CASH TRANSFERRED FROM RESERVE ACCOUNT

5,000
TO CONTRACT(S) - During Current Fiscal Year:

0
0

PLUS CASH TRANSFERRED TO RESERVE ACCOUNT

Z999

Bank of the North xxxxx-xxxxx

Bean, Bean and Counter, CPA's

$17,414 $0 $17,414

17,414



Agency Name:

Fiscal Year End:                    Vendor No.

Federally Insured Bank Name:           Bank Account No.

Independent Auditor's Name:

COLUMN B
AUDIT ADJUSTMENT INCREASE 

OR (DECREASE)

BEGINNING CASH BALANCE - Last Fiscal Year's
Ending Cash Balance (Not from CDFS 9530)

FROM CONTRACT(S) - During Current Fiscal Year:
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.

0

SUBTOTAL 0

Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.

0

$0
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ENDING CASH BALANCE - This Fiscal Year $210,497 $210,497

COMMENTS - If necessary, attach additional sheet(s) to explain information contained in this report:

0
Total Transferred from Reserve Account 0 0

0
0

0
0

0
0

FCTRxxxx 0 0
GWAPxxxx 0 0

GCTRxxxx 0 0

LESS CASH TRANSFERRED FROM RESERVE ACCOUNT
TO CONTRACT(S) - During Current Fiscal Year:

Total Transferred to Reserve Account 172,225 172,225

PLUS INTEREST CREDITED TO RESERVE

209,801 209,801

696 696ACCOUNT - During Current Fiscal Year

0
0

0
0

0
0

GWAPxxxx 0 0
0

GCTRxxxx 7,482 7,482
FCTRxxxx 164,743 164,743

$37,576 $0 $37,576

PLUS CASH TRANSFERRED TO RESERVE ACCOUNT

COLUMN A COLUMN C
CENTER BASED RESERVE ACCOUNT PER AGENCY'S ACCOUNTING 

LEDGER PER AUDIT

June 30, 200X Z999

for Center Based Programs

XYZ Child Development, Inc.

AUDITED FINAL RESERVE ACCOUNT CASH ACTIVITY REPORT

Bank of the North xxxxx-xxxxx

Bean, Bean and Counter, CPA's



Auditor's Letterhead 
 
 

 Report on Compliance With Requirements Applicable to Each Major 

 

Program and on Internal Control Over Compliance in Accordance       
With OMB Circular A-133 

 
 
To the Board of Directors 
XYZ Child Development, Inc. 

Compliance 
We have audited the compliance of XYZ Child Development, Inc. with the types of compliance 
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133 
Compliance Supplement that are applicable to each of its major federal programs for the year 
ended June 30, 200X.  XYZ Child Development, Inc.’s major federal programs are identified in 
the summary of auditor’s results section of the accompanying Schedule of Findings and 
Questioned Costs.  Compliance with the requirements of laws, regulations, contracts, and grants 
applicable to each of its major federal programs is the responsibility of XYZ Child 
Development, Inc.’s management.  Our responsibility is to express an opinion on XYZ Child 
Development, Inc.’s compliance based on our audit. 
 

 
In our opinion, XYZ Child Development, Inc. complied, in all material respects, with the 
requirements referred to above that are applicable to each of its major federal programs for the 
year ended June 30, 200X.  However, the results of our auditing procedures disclosed other 
instances of noncompliance with those requirements that are required to be reported in 
accordance with OMB Circular A-133 and which are described in the accompanying Schedule of 
Findings and Questioned Costs as items 200X-6 and 200X-7. 
 

We conducted our audit of compliance in accordance with auditing standards generally accepted 
in the United States of America; the standards applicable to financial audits contained in 
Government Auditing Standards, issued by the Comptroller General of the United States; and 
OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations.  
Those standards and OMB Circular A-133 require that we plan and perform the audit to obtain 
reasonable assurance about whether noncompliance with the types of compliance requirements 
referred to above that could have a direct and material effect on a major federal program 
occurred.  An audit includes examining, on a test basis, evidence about XYZ Child 
Development, Inc.’s compliance with those requirements and performing such other procedures, 
as we consider necessary in the circumstances.  We believe that our audit provides a reasonable 
basis for our opinion.  Our audit does not provide a legal determination on XYZ Child 
Development, Inc.’s compliance with those requirements. 

Internal Control Over Compliance 
The management of XYZ Child Development, Inc. is responsible for establishing and 
maintaining effective internal control over compliance with requirements of laws, regulations, 
contracts, and grants applicable to federal programs.  In planning and performing our audit, we 
considered XYZ Child Development, Inc.’s internal control over compliance with requirements 
that could have a direct and material effect on a major federal program in order to determine our 
auditing procedures for the purpose of expressing our opinion on compliance and to test and 
report on internal control over compliance in accordance with OMB Circular A-133. 
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Report on Compliance With Requirements Applicable to Each Major 

Program and on Internal Control Over Compliance in Accordance       
With OMB Circular A-133 

(Continued) 
 

We noted certain matters involving the internal control over compliance and its operation that we 
consider to be reportable conditions.  Reportable conditions involve matters coming to our attention 
relating to significant deficiencies in the design or operation of the internal control over financial 
reporting that, in our judgment, could adversely affect XYZ Child Development, Inc.’s ability to 
record, process, summarize and report financial data consistent with the assertions of management in 
the financial statements.  Reportable conditions are described in the accompanying schedule of 
findings and questioned costs as items 200X-6 and 200X-7. 
 
Our consideration of the internal control over compliance would not necessarily disclose all matters 
in the internal control that might be material weaknesses.  A material weakness is a condition in 
which the design or operation of one or more of the internal control components does not reduce to a 
relatively low level the risk that noncompliance with applicable requirements of laws, regulations, 
contracts, and grants that would be material in relation to a major federal program being audited may 
occur and not be detected within a timely period by employees in the normal course of performing 
their assigned functions.  Of the reportable conditions described above, we consider item 200X-6 to 
be a material weakness. 

September 30, 200X 

 

 

 
This report is intended solely for the information and use of the audit committee, management, and 
federal awarding agencies and pass-through entities and is not intended to be and should not be used 
by anyone other than those specified parties.   
 
 
Bean, Bean & Counter 
Certified Public Accountants 
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XYZ Child Development, Inc. 

 

 

 

Schedule of Findings and Questioned Costs 
 

Year Ended June 30, 200X 

 
 

 
A.  Summary of Auditor’s Results 

I.   Financial Statements 
 
1. The Independent Auditor’s Report on the financial statements of XYZ Child Development, Inc. 

expressed an unqualified opinion. 
 
2. Internal Control over Financial Reporting:  

a. Reportable conditions were disclosed in the audit of the financial statements.                          
b. None of the reportable conditions, in 2a above, were considered to be a material weakness. 
c. Non-compliance was disclosed but was not material to the financial statements.  

 
II.   Federal Awards 
 

4. The programs tested as major programs are identified as follows; 
 

1. Internal Controls Over Major Programs: 
 

a. Two reportable conditions were disclosed in the audit of federal awards. 
 

b. One of the reportable conditions, in 1a above, is reported as a material weakness. 
 
2. The auditor’s report on compliance for the major federal awards programs for XYZ Child 

Development, Inc. expressed an unqualified opinion. 
 
3. Two audit findings are reported in B.II, Findings and Questioned Costs, in accordance with  

OMB Circular A-133, Section  510(a). 
 

CFDA Number:   Name of Federal Program: 
 

10.558      Child and Adult Care Food Programs 
13.600      Headstart Program 
93.757        Child Care and Development Block Grant 

5. The dollar threshold used to distinguish between Type A and Type B programs was $300,000. 

 

 

 
6. XYZ Child Development, Inc. did not qualify as a low-risk auditee under OMB Circular A- 133, 

Section 530. 
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XYZ Child Development, Inc. 
Schedule of Findings and Questioned Costs 

Year Ended June 30, 200X 
 
B.  Findings and Questioned Costs: 

 Questioned 
I.   Financial Statement Audit              Cost      
 
Reportable Conditions 
Finding 200X-1.   Attendance Record Keeping             - None - 
 
Condition: During our review of attendance, we found several instances where incorrect attendance 
time was reported; full-time which should be half time; three quarter time, which should be full-
time; and unexcused absences considered excused absences. We do not believe this reportable 
condition is a material weakness and no financial adjustment was necessary. 
Recommendation: Periodic reviews should be made of the center's attendance records to ensure 
proper accounting of hours and correct classification of excused and unexcused absences.  School 
age children should be reviewed for contract hours in September when school starts to ensure that 
contract hours are reduced for time spent in school. 
Response: Periodic review will be made by administrative personnel.  School age children contract 
hours will be reviewed in September. 
 
Finding 200X-2. Equipment Expenditures      $ 18,826 
 
Condition: One of the equipment expenditures tested in the Center and Block Grant Child 
Development programs was for the purchase of a Chevrolet Lumina  automobile without prior 
approval from the Child Development Division (CDD).  We do not believe this reportable condition 
is a material weakness. 
Recommendation: Management should obtain confirmation of prior CDD approval for any 
anticipated expenditures that exceed the $7,500 limit and which may be considered questionable as 
to a reimbursable cost. 
Response: Management has been informed by CDD that the questioned cost is non-reimbursable 
and should be disallowed. 
 
 
Finding 200X-3. Prohibition Against Loans/Advances 
 
Condition:  During our test of the Agency’s interfund receivable and payable account 
transactions, we found that a total of $250,000 in Child Development Program (CDP) funds were 
transferred to the non-government sponsored programs during the year.  These transfers are 
considered loans and are in violation of CDP’s Funding Terms and Conditions. 
Recommendation: Management should restrict the use of state contract cash to contract/grant 
related expenditures only.  Management should implement procedures to secure, and have available, 
sources of interim financing.  In addition, management should immediately pay back the $250,000 to 
the CDP. 
Response:  Management has been informed by the Child Development Division that fiscal action 
resulting in a Conditional Contract status will be implemented.  Management has agreed to repay the 
$250,000 loan to CDP and implement the recommended procedures as soon as possible. 
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XYZ Child Development, Inc. 
Schedule of Findings and Questioned Costs 

Year Ended June 30, 200X 

I.  

 
B.  Findings and Questioned Costs (continued): 

Questioned 
 Financial Statement Audit             Cost           

 
Reportable Conditions           None 
 
Finding 200X-4. Bank Account Reconciliations      
 
Condition: The payroll account was not reconciled during the year.  The payroll account is 
maintained on an imprest basis.  Although management has developed and documented accounting 
procedures, which require reconciliation of all bank accounts, these procedures were not followed as 
they relate to the payroll account.   We do not believe this reportable condition is a material 
weakness. 
Recommendation: The bank reconciliation process is of utmost importance because it provides a 
very effective internal control procedure.  We recommend that accounting personnel follow 
procedures, which are established to ensure that bank reconciliations are performed both timely and 
accurately each month. 
Response: Management agreed that frequent reconciliations are necessary and will implement  
monthly reconciliations from and after July 1, 200X. 
 

 
Finding 200X-5. Excess Indirect Costs             - None - 

Condition:    Indirect costs of $2,204 in excess of the 8% maximum allowed by CDP's contract 
FT&C’s were charged to the Center and Block Grant, Before and After School Expansion and CDD 
Block Grant Local Planning Council Child Development programs.    In accordance with CDP’s 
FT&C’s, indirect costs cannot be charged on capital outlay expenditures in the 6000 series accounts 
in the California School Accounting Manual.  We do not believe this reportable condition is a 
material weakness and the adjustments are reflected in the audited financial statements. 
Recommendation:    Management should implement procedures to accurately calculate and allocate 
indirect costs to the CDD programs.  
Response:    Management will adopt the recommendation, effective July 1, 200X.  
 
II.   Major Federal Award Programs Audit        
 

 

Reportable Conditions 
 
Finding 200X-6.   Equipment Records - All federal programs             - None - 

Condition: During our review of fixed assets, we found that equipment records do not contain all of 
the information required by OMB Circular A-110 because management was unaware of the detailed 
information required in the record keeping.  We believe this reportable condition is a material 
weakness. 
Recommendation: Management should implement a system to track all required elements of the 
federal equipment, including a description, identification number, source and award number, 
acquisition date or date received, cost, percentage of federal participation, location and condition of 
equipment, and disposition data, including date and proceeds from disposition. 
Response: Management has agreed to implement the required tracking system. 
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XYZ Child Development, Inc. 
Schedule of Findings and Questioned Costs 

 

B.  Findings and Questioned Costs (continued): 

                     Cost        

 
Year Ended June 30, 200X 

 

 
 
 

 Questioned 
 

II.   Major Federal Award Programs Audit        
 
Reportable Conditions 
 

 
Finding 200X-7.   Child and Adult Care Food (CFDA No. 10.558)    - None - 

Condition:  During our review of meals, we found that 2 of 16 files tested for eligibility did 
not contain applications.  We made no adjustments to the meal schedule because the total 
meal was less than $100. 
We do not believe this reportable condition is a material weakness.  
 
Recommendation:  Management should implement procedures to assist the Agency in 
maintaining participants’ applications. 
 
Response:  Management has agreed to implement the required procedures. 
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XYZ Child Development, Inc. 
Schedule of Findings and Questioned Costs 

 
Year Ended June 30, 200X 

 
C.  Status of Prior Year Findings: 

Questioned 
I.   Financial Statement Audit             Cost           

 
Reportable Conditions 
 
200X - Finding 1:   Child Development, General Center Child Care,                        - None - 

 
Contract # GCTRxxxx 

Condition: In a test of 16 attendance records, there was one record for a child in which two 
unexcused absences were reported to CDE’s Education Finance Division (EFD) as excused.  The 
error was due to an undetected error in processing. 
 
Recommendation: The auditor recommended that management should thoroughly review 
attendance records before they are submitted to EFD. 
 
Response:  The recommendation was implemented by management in November 200X.  No 
similar findings were noted in the 200X audit. 
 
200X - Finding 2:   Journals                                                                                       - None - 
 
Condition: Adjusting journal entries and general ledger was not provided monthly by the 
accounting firm.  
 
Recommendation: The auditor recommended that management should implement accounting 
controls with its Business Officer to monitor and ensure the receipt of these financial records 
from its accounting firm on a monthly basis. 
 
Response: The recommendation was adopted by management in November 200X.  No similar 
findings were noted in the 200X audit. 
 
200X - Finding 3:   Child Development Programs                                                     - None - 
 
Condition: The Agency did not maintain detail of government-owned equipment purchases. 
 
Recommendation: The auditor recommended that management should implement a system to 
track, identify and account for all equipment purchased with CDD contract funds. 
 
Response: Management implemented a system in December 200X. 
 
II.  200X – None 
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XYZ  Child Development, Inc. 
 

GENERAL INFORMATION 
 

June 30, 200X 
                                                                                                                                                              
 
 
 
 
 
1. Full official name of the agency . . . . . . . . . . . . . . .  XYZ  Child Development, Inc. 
 
2. Program name and agreement number:                          

 
     California Department of Education, Child and Adult Care Food Program,  
     Agreement No.  . . . . . . . . . . .xx-xxxx-x-A  

 
3. Type and Description of agency . . . . . . . . . . . . . . . . . . . . . . Tax-exempt, Nonprofit corporation providing educational 

programs for the care of children outside their homes. 
 
4. Address of agency headquarters . . . . . . . . . . .1000 N. Main Street 
                   Small Town, CA   9xxxx 
5. Names and address of Executive Director 

and name of Chief Executive Officer, Business 
Officer, or Accountant 

 
Executive Director . . . . . . . . . . . . . . .  Gina Anonymous   

  2000 S. Child Drive 
  Small Town, CA 9xxxx 

 
Business Officer . . . . . . . . . . . . . . . . . . . . . . Joe McNice 

 
6. Telephone number . . . . . . . . . . . . . . . . . . . . . . . . . . .(916) 555-1212 
 
7. Period covered by examination . . . . . . . . . July 1, 200X   through June 30, 200X 
 
8. Number of days of agency operation . . . . . . . . . . . . 250 days 
 
9. Scheduled hours of operation each day . . . . . . . . . .  7:00 a.m to 6:00 p.m 
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Accountant's Letterhead 
 

Independent Accountant's  Report 
 
 
 
 
 
 
 
Board of Directors 
XYZ Child Development, Inc. 
 
We have examined the accompanying statement of claims for reimbursement submitted by XYZ Child Development, Inc. under the Child and 
Adult Care Food Program (CACFP) (Sponsor Agreement No. xx-xxxx-x-A) as summarized in the Statement of Claim for the period from July 1, 
200X through June 30, 200X.  
 
Our examination was made in accordance with the Statement of Standards of Attestation Engagements established by the American Institute of 
Certified Public Accountants and with generally accepted auditing standards; the standards applicable to financial audits contained in 
Government Auditing Standards issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local 
Governments, and Non-Profit Organizations and included tests of the program and accounting records prescribed by the Office of the Inspector 
General of the United States Department of Agriculture (OIG-USDA), as set forth in its Audit Guide for Audits of Child and Adult Care Food 
Program Institutions, No. 27029-2, dated February 18, 1999, for examinations of this program. 
 
In our opinion, the aforementioned claims present fairly, in all material respects, the number of meals and/or supplements eligible for CACFP 
reimbursement for the period July 1, 200X through June 30, 200X. 
 
In accordance with Government Auditing Standards, we have also issued our report dated September XX, 200X, on our consideration of XYZ 
Child Development, Inc.'s internal control over financial reporting and our tests of CACFP compliance with certain provisions of laws, 
regulations, contracts and grants. 
 
 
 
Bean, Bean & Counter 
Certified Public Accountants 
 
 
September XX, 200X 
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XYZ  Child Development, Inc. 

 
STATEMENT  OF  CLAIM 

 
Agreement No.:  xx-xxxx-x-A 

200X Child and Adult Care Food Program 
For the Period July 1, 200X to June 30, 200X 

 
 
 
 
 
 
 
 
 
 
Reimbursement per Examination           $  732,996 
   (Supported by Exhibits A, B, D and E  
       as needed) 
 
 
 
Program Reimbursements Claims and Received              74,444  
 
 
Amount Due From Agency            $   41,448   
 
 
 
 
 
 
 
 
 
Footnotes: 
 
Should also include income that accrued to the program. 
 
A footnote should reflect if the CACFP claims for reimbursement have been paid or not. 
 
Should also include revised claims. 
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Auditor's Letterhead 

 
 
 
 
 

Independent Accountant' s Report on Supplementary Information - 
 

 
 

 
 
 
Board of Directors 
XYZ Child Development, Inc. 
 
We have examined the accompanying statement of claims for reimbursement submitted by XYZ Child Development, Inc. under the Child and 
Adult Care Food Program (CACFP) (Sponsor Agreement No. xx-xxxx-x-A) as summarized in the Statement of Claim for the period from July 1, 
200X through June 30, 200X, and have  issued our report dated September XX, 200X.  
 
We conducted our examination in accordance with the Statement of Standards of Attestation Engagements established by the American Institute 
of Certified Public Accountants and with generally accepted auditing standards; the standards applicable to financial audits contained in 
Government Auditing Standards issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local 
Governments, and Non-Profit Organizations and included tests of the program and accounting records prescribed by the Office of the Inspector 
General of the  United States Department of Agriculture (OIG-USDA), as set forth in its Audit Guide for Audits of Child and Adult Care Food 
Program Institutions, No. 27029-2, dated February 18, 1999, for examinations of this program. 
 
Our examination was made for the purpose of forming an opinion on the aforementioned CACFP claims of XYZ Child Development, Inc. taken 
as a whole. The accompanying supplementary information in Exhibits A through F is presented on pages A2.1.1-5 through A2.1.1-11 for 
purposes of additional analysis and is not a required part of the Statement of Claim.  The information in those exhibits has been subjected to the 
examination procedures applied in the examination of the Statement of Claim and, in our opinion, is fairly stated in all material respects, in 
relation to the CACFP claims for reimbursement as summarized in the Statement of Claim taken as a whole.   
 
 
Bean, Bean & Counter 
Certified Public Accountants 
 
 
September XX, 200X 
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XYZ CHILD DEVELOPMENT, INC. 
CHILD AND ADULT CARE FOOD PROGRAM -- CHILD CARE CENTERS 

SUMMARY OF CLAIM 
FOR THE PERIOD JULY 1, 1998 TO JUNE 30, 1999 

     
        

    
 

  
  
  
  
  
  

 Amount Reimbursable from the General Fund: $649,660.14  

      Less General Fund Payments to Date: 687,649.53  

 General Fund Reimbursement Variance (Overpaid): ($37,989.39)  

A2.1.1-5 

 

 Allowed Paid  

  
    Cash-In-Lieu Reimbursement: $35,894.86 $36,225.41 (330.55)  

 Total General Fund Reimbursement Variance (Overpaid): ($38,319.94)  

  

 Allowed Paid  

  

 State Meal Compensation $47,440.69  50,569.00 (3,128.31)  

  
 Total Program Reimbursement (State and Federal)  
      (Overpaid) Refund Due to the State: ($41,448.25)  

 



XYZ CHILD DEVELOPMENT, INC. 
CHILD AND ADULT CARE FOOD PROGRAM – CHILD CARE CENTERS 

SCHEDULE OF REPORTED, ADJUSTED, AND ALLOWED MEALS AND EARNED PROGRAM REIMBURSEMENT 
FOR THE PERIOD JULY 1, 1998 TO JUNE 30, 1999 

 
FIXED PERCENTAGE METHODS 
 

MEALS 
 

*Food Service Rates* 
 

Federal Meal Compensation  
Reported Adjusted* 

 
Allowed 

 
July 1997 – June 1998 

  Revenue
Recognized 

  Audit
Adjustments** 

 Earn
Reimbur

                 
Breakfast                
 Free   181,830  (12,113)  169,717                  $1.0725  $195,012.68  ($12,991.19)  $182,02
                Reduced 3,482 619 4,101 0.7725 2,689.85 478.18 3,16
           Base 49,913 9,268 59,181 0.2000 9,982.60  1,853.60         11,83
                Total 235,225 (2,226) 232,999 $207,685.13 ($10,659.41) $197,02
                 
Lunch                
 Free   189,846  (12,586)  177,260                  $1.9425  $368,775.86  ($24,448.31)      $344,32
 Reduced   3,636  647  4,283  1.5425  5,608.53  998.00            6,60
           Base 52,114 9,698 61,812 0.1800 9,380.52  1,745.64          11,12
               Total 245,596 (2,241) 243,355  $383,764.91 ($21,704.67)     $362,06
                
Supplements               

Free   175,354  (11,541)  163,813                  $0.5325  $93,376.01  ($6,145.58)  $87,23
Reduced               3,357 601 3,958 0.2675 898.00 160.77          1,05
Base           48,137 8,988 57,125 0.0400 1,925.48  359.52           2,28
Total          226,848 (1,952) 224,896  $96,199.49  ($5,625.29)       $90,57

A
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Cash-in-lieu 
  

245,596  (2,241)  224,896                  $0.1475  $36,225.41  ($330.55)       $25,89
                
                

              Total Federal Reimbursement $723,874.94 ($38,319.92) $685,55
                
State Meal Compensation  378.794  (23,433)  355,361                  $0.1335  $50,569.00  ($3,128.31)      $47,440
                 
                 
Total Program Reimbursement (State and Federal) Overpaid – Refund due the State                                                                                                                                          ($41,448.23) 
                
Footnotes:               

                
*  Reimbursement Rate:              
 
 

The Auditor must determine (from FNSRO) the actual reimbursement for the examination period by meal type.  Note:  Regulations provide three methods for computing reimbursement – one of
is assigned by the administering agency to each sponsoring organization of centers at least annually: 
             1.  Claiming Percentages:

  2.  Blended per Meal Rate; or           
  3.  Total Monthly Actual Counts of the number of meals by type actually served each day to children eligible for Free, Reduced Price and Paid  meals. 
**Adjustments are the result of:  (1) eligibility category changes; (2) meal count errors; (3) meals served in excess of site-licensed capacity. 
***Includes rounding adjustment              



XYZ CHILD DEVELOMENT, INC. 
CHILD AND ADULT FOOD PROGRAM – CHILD CARE CENTERS 

SCHEDUEL OF REPORTED, ADJUSTED, AND ALLOWED ENROLLMENT 
FOR THE PERIOD JULY 1, 1998 TO JUNE 30, 1999 

 
 

 

FIXED PERCENTAGE METHOD

Enrollment Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun

Total
Reported 1200 1200 1200 1200 1200 1200 1200 1200 1200 1200 1200 1200
Adjusted (200) (200) (200) (200) (200) (200) (200) (200) (200) (200) (200) (200)
Allowed 1020 1020 1020 1020 1020 1020 1020 1020 1020 1020 1020 1020

Free
Reported 943 943 943 943 943 943 943 943 943 943 943 943
Adjusted (200) (200) (200) (200) (200) (200) (200) (200) (200) (200) (200) (200)
Allowed 743 743 743 743 743 743 743 743 743 743 743 743A2.1.1-7

Reduced
Reported 18 18 18 18 18 18 18 18 18 18 18 18
Adjusted 0 0 0 0 0 0 0 0 0 0 0 0
Allowed 18 18 18 18 18 18 18 18 18 18 18 18

Base
Reported 259 259 259 259 259 259 259 259 259 259 259 259
Adjusted 0 0 0 0 0 0 0 0 0 0 0 0
Allowed 259 259 259 259 259 259 259 259 259 259 259 259

Exhibit C



 

XYZ CHILD DEVELOPMENT, INC. 
CHILD AND ADULT CARE FOOD PROGRAM – CHILD CARE CENTERS 

SCHEDULE OF REPORTED, ADJUSTED, AND ALLOWED MEALS 
FOR THE PERIOD JULY 1, 1998 TO JUNE 30, 1999 

FIXED PERCENTAGE METHOD 
 Reported Adjusted* Allowed Reported Adjusted* Allowed Reported Adjusted* Allowed 
 July 1, 1998 to July 31, 1998 Aug 1, 1998 to Aug 31, 1998 Sept 1, 1998 to Sept 30, 1998 

Breakfast    
       
          
 

      
Free 17,189 (1,137) 16,052 17,017 (1,109) 15,908 15,444 (1,036) 14,408

Reduced 329 59 388 326 58 384 296 52 348
Base 4,719 878 5,597 4,671 876 5,547 4,239 785 5,024 
Total 22,237 (200) 22,037 22,014 (175) 21,839 19,979 (199) 19,780 

          
Lunch          

       
          
 

Free 17,750 (1,162) 16,588 15,887 (1,063) 14,824 15,447 (1,036) 14,411
Reduced 340 61 401 304 54 358 296 52 348

Base 4,873 911 5,784 4,361 809 5,170 4,240 785 5,025 
Total 22,963 (190) 22,773 20,128 (150) 19,978 19,983 (199) 19,784 

          
Supplements          

       
          
 

Free 17,078 (1,095) 15,983 15,559 (1,007) 14,552 15,061 (869) 14,192
Reduced 327 59 386 298 54 352 288 55 343

Base 4,688 886 5,574 4,271 803 5,074 4,135 814 4,949 
Total 22,093 (150) 21,943 20,128 (150) 19,978 19,484 0 19,484 

         
 

 
Reported Adjusted* Allowed Reported Adjusted* Allowed Reported Adjusted* Allowed 

 Oct 1, 1998 to Oct 30, 1998 Nov 1, 1998 to Nov 30, 1998 Dec 1, 1998 to Sept 30, 1998 
Breakfast    

        
   
 

      
Free 16,398 (1,059)

 
15,339

 
15,461 (1,020)

 
14,441 18,118 (1,181)

 
16,937

 Reduced 314 57 371 296 53 349 347 62 409
Base 4,502 847 5,349 4,244 792 5,036 4,973 934 5,907 
Total 21,214 (155) 21,059 20,001 (175) 19,826 23,438 (185) 23,253 

          
Lunch          

        
   
 

Free 16,744 (1,079)
 

15,665
 

15,482 (1,021)
 

14,461 18,050 (1,176)
 

16,874
 Reduced 321 58 379 296 53 349 346 62 408

Base 4,596 866 5,462 4,250 793 5,043 4,955 929 5,884 
Total 21,661 (155) 21,506 20,028 (1,175) 19,853 23,351 (185) 23,166 

          
Supplements          

        
   
 

Free 16,672 (1,075)
 

15,597
 

15,564 (1,026)
 

14,538 18,197 (1,184)
 

17,013
 Reduced 319 58 377 298 53 351 348 63 411

Base 4,577 862 5,439 4,272 798 5,070 4,996 936 5,932 
Total 21,568 (155) 21,413 20,134 175 19,959 23,541 185 23,356 
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XYZ CHILD DEVELOPMENT, INC. 
CHILD AND ADULT CARE FOOD PROGRAM – CHILD CARE CENTERS 

SCHEDULEOF REPORTED, ADJUSTED, AND ALLOWED MEALS 
FOR THE PERIOD JULY 1, 1998 TO JUNE 30, 1999 

FIXED PERCENTAGE METHOD 
 Reported Adjusted* Allowed Reported Adjusted* Allowed Reported Adjusted* Allowed 
 Jan 1, 1999 to Jan 31, 1999 Feb 1, 1999 to Feb 28, 1999 Mar 1, 1999 to Mar 31, 1999 

Breakfast    
   
          
 

      
Free 16,337 (1,061) 15,276 15,465 (1,030) 14,435 9,252 (679) 8,573

Reduced 313 56 369 296 53 349 177 30 207
Base 4,484 843 5,327 4,245 788 5,033 2,540 449 2,989 
Total 21,134 162 20,972 20,006 *189) 19,817 11,969 (200) 11,769 

          
Lunch          

       
          
 

Free 16,688 (1,081) 15,607 15,765 (1,047) 14,718 15,580 (1,045) 14,535
Reduced 320 57 377 302 54 356 298 53 351

Base 4,580 862 5,442 4,328 804 5,132 4,277 792 5,069 
Total 21,588 (162) 21,426 20,395 (189) 20,206 20,155 (200) 19,955 

          
Supplements          

       
          
 

Free 16,354 (1,062) 15,292 15,497 (1,032 14,465 15,548 (1,043) 14,505
Reduced 313 56 369 297 53 350 298 52 350

Base 4,489 844 5,333 4,254 790 5,044 4,268 791 5059 
Total 21,156 (162) 20,994 20,048 (189) 19,859 20,114 (200) 19,914 

         
 

 
Reported Adjusted* Allowed Reported Adjusted* Allowed Reported Adjusted* Allowed 

 Apr 1, 1999 to Apr 30, 1999 May 1, 1999 to May 31, 1999 June 1, 1999 to June 30, 1999 
Breakfast    

     
   
 

      
Free 14,447 (79)

 
13,468

 
13,132 (896)

 
 12,236 13,570 (926)

 
 12,644
 Reduced 277 48 325 251 45 296 260 46 306

Base 3,966 731 4,697 3,605 661 4,266 3,725 684 4,409 
Total 18,690 (200) 18,490 16,988 (190) 16,798 17,555 (196) 17,359 

          
Lunch          

        
   
 

Free 15,393 (1,034)
 

14,359
 

13,323 (907)
 

12,416 13,737 (935)
 

12,802
 Reduced 295 52 347 255 45 300 263 46 309

Base 4,225 782 5,007 3,658 672 4,330 3,771 693 4,464 
Total 19,913 (200) 19,713 17,236 (190) 17,046 17,771 (196) 17,575 

          
Supplements          

      
          
 

Free 14,755 (997) 13,758 13,699 (929) 12,770 1,370 (222) 1,148
Reduced 283 49 332 262 47 309 26 2 28

Base 4,050 748 4,798 3,761 692 4,453 376 24 400 
Total 19,088 (200) 18,888 17,722 (190) 17,532 1,772 (196) 1,576 
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Exhibit E 
 

 
 

XYZ  Child Development, Inc. 
Statement of Monetary Claims and Questioned Costs 

Agreement No.:   xx-xxxx-x-A 
 

200X Child and Adult Care Food Program 
For the Period July 1, 200X to June 30, 200X 

 
 
 
 
 
 
 
 
 
Detail No.:   Description of Exception      Amount   
          $ 
       1    Finding X9-1      
 
       2    Finding X9-3        $ 
   
       3 
   
       4 
             _______ 
              
Total to be Collected from Agency/Reimbursed to Agency: 
                        $          :          
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Exhibit F 
XYZ  Child Development, Inc. 

Notes to the Schedules 
Agreement No.:   xx-xxxx-x-A 

 
200X Child and Adult Care Food Program 

 
 
 
 
 
 
NOTE 1: GENERAL INFORMATION 
 
XYZ Child Development, Inc.(the Agency) was incorporated as a non-profit corporation in 1967 to provide educational programs for the care of children 
outside their homes.  The Agency has been granted tax-exempt status by the Internal Revenue Service under Section 501©(3) and California Franchise Tax 
Board under Section 23701(d).  The Agency is funded by the California Department of Education (CDE).  Also, the Agency receives funds from private 
donations.  This report includes an opinion only on the activity of the CACFP program.  The source of funding for the CACFP program is the United States 
Department of Agriculture and CDE.  
 
 
 
NOTE 2: CLAIM PREPARATION 
 

Fixed Percentage Claiming Method: 
 

The Fixed Percentage Claiming Method requires each Agency to accurately categorize and report the 
enrollment data by eligibility category (i.e. free, reduced-price and base) at least one time of the fiscal 
 year. The percentages established become the Agency's “fixed” percentage for the fiscal year. Meals 
claimed are reimbursed based on the calculated fixed percentages for each category.  The fixed  
percentages remain in effect for the entire fiscal year unless the Agency chooses to submit new  
enrollment data in order to adjust the percentages and maximize reimbursement.  However, an  
agency must submit new enrollment data during the year if (1) the agency adds a new site, (2) the  
average daily participation for the claim month exceeds the total enrollment previously reported, or  
(3) to correct a reporting error. 

 
The percentage for each category becomes the Agency's "fixed" percentage used to determine reimbursement for the fiscal year.  Meals claimed are 
reimbursed based on the calculated "fixed" percentages for each category. The percentages may be adjusted by the Agency to either accurately 
categorize or submit new enrollment data into free, reduced price, and base rate in order to maximize reimbursement should new facilities be added 
or others deleted.   
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Accountant's Letterhead 
 

 Report on Compliance and on Internal Control Over Financial Reporting   
Based on an Examination of the Statement of Claim Performed in 

Accordance With Government Auditing and Attestation Standards 
 
Board of Directors 
XYZ Child Development, Inc. 

 
We have examined the accompanying statement of claims for reimbursement submitted by XYZ Child Development, Inc. 
under the Child and Adult Care Food Program (CACFP) (Sponsor Agreement No. xx-xxxx-x-A) as summarized in the 
Statement of Claim for the period from July 1, 200X through June 30, 200X and have issued our report thereon dated September 
XX, 200X. We conducted our examination in accordance with the Statement of Standards of Attestation Engagements 
established by the American Institute of Certified Public Accountants and with generally accepted auditing standards; the 
standards applicable to financial audits contained in Government Auditing Standards issued by the Comptroller General of the 
United States and included tests of the program and accounting records prescribed by the Office of the Inspector General of the  
United States Department of Agriculture (OIG-USDA), as set forth in its Audit Guide for Audits of Child and Adult Care Food 
Program Institutions, No. 27029-2, dated February 18, 1999, for examinations of this program. 
 
Compliance 
 
As part of obtaining reasonable assurance about whether the XYZ Child Development, Inc.'s statement of CACFP claims for 
reimbursement as summarized in the Statement of Claim is free of material misstatement, we performed tests of its compliance 
with certain provisions of laws, regulations, contracts and grants, noncompliance with which could have a direct and material 
effect on the determination of financial statement amounts.  However, providing an opinion on compliance with those provisions 
was not an objective of our examination  and, accordingly, we do not express such an opinion.  The results of our tests disclosed 
one instance of material noncompliance that is required to be reported under Government Auditing Standards that is described in 
the accompanying schedule of findings and questioned costs as items, X9-1. 
 
Internal Control Over Financial Reporting 
 
In planning and performing our examination, we considered  XYZ Child Development, Inc.'s internal control over financial 
reporting in order to determine our examination procedures for the purpose of expressing our opinion on the Statement of Claim 
and not to provide assurance on the internal control over financial reporting.   However, we noted a certain matter involving the 
internal control over financial reporting and its operations that we consider to be a reportable condition.  Reportable conditions 
involve matters coming to our attention relating to significant deficiencies in the design or operation of the internal control over 
financial reporting that, in our judgment, could adversely affect XYZ Child Development, Inc.'s ability to record, process, 
summarize and report financial data consistent with the assertions of management in the Statement of Claim.  A reportable 
condition is described in the accompanying schedule of findings and questioned costs as item, X9-2. 
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A material weakness is a condition in which the design or operation of one or more of the internal control components does not 
reduce to a relatively low level the risk that misstatements in amounts that would be material in relation to the Statement of 
Claim being examined may occur and not be detected within a timely period by employees in the normal course of performing 
their assigned functions.  Our consideration of the internal control over financial reporting would not necessarily disclose all 
matters in the internal control over financial reporting that might be material weaknesses and, accordingly, would not necessarily 
disclose all reportable conditions that are also considered to be material weaknesses.   
 
However, we do not believe the reportable condition described above is a material weakness.  We also noted other matters 
involving the internal control over financial reporting and compliance that we have reported to management of XYZ Child 
Development, Inc. in a separate letter dated September XX, 200X. 
 
This report is intended for the information of the audit committee, management and federal awarding agencies and pass-through 
entities and is not intended to be and should not be used by anyone other than those specified parties.  
 
Bean, Bean & Counter 
Certified Public Accountants 
 
September XX, 200X 
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 Accountant's Letterhead 
 

 Independent Accountant's Report on Compliance With Requirements Applicable  
to the Federal Program and on Internal Control Over Compliance and  

Financial Reporting in Accordance With the Program-Specific Audit Option  
Under OMB Circular A-133 and Attestation Standards Made as a Part  

of a Program-Specific Examination of the Statement of Claim 
 
 

Board of Directors 
XYZ Child Development, Inc. 
 
Compliance 

 
We have examined management's assertion about XYZ Child Development, Inc.'s compliance with the types of compliance 
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement that are 
applicable to the Child and Adult Care Food Program (CACFP) included in the accompanying statement of claims for 
reimbursement submitted by the Sponsor in Agreement No. xx-xxxx-x-A as summarized in the Statement of Claim is adequate 
to meet the criteria established by the Office of the Inspector General of the  United States Department of Agriculture (OIG-
USDA), as set forth in its Audit Guide for Audits of Child and Adult Care Food Program Institutions, No. 27029-2,  dated 
February 18, 1999.  Compliance with requirements of laws, regulations, contracts, and grants applicable to its major federal 
program is the responsibility of XYZ Child Development, Inc.'s management.  Our responsibility is to express an opinion on 
XYZ Child Development, Inc.'s  compliance based on our examination.  
 
We conducted our examination of compliance in accordance with generally accepted auditing standards; the standards applicable 
to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United States; OMB 
Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations;  and the Statement of Standards of 
Attestation Engagements established by the American Institute of Certified Public Accountants and included tests of the program 
and accounting records prescribed by the Audit Guide for Audits of Child and Adult Care Food Program Institutions, No. 27029-
2, issued by the Office of the Inspector General of the  United States Department of Agriculture (OIG-USDA) for examinations 
of this program.  Those standards and OMB Circular A-133 require that we plan and perform the examination to obtain 
reasonable assurance about whether noncompliance with the types of compliance requirements referred to above that could have 
a direct and material effect on the CACFP occurred. An examination includes testing evidence about XYZ Child Development, 
Inc.'s  compliance with those requirements and performing such other procedures as we considered necessary in the 
circumstances.  We believe that our examination provides a reasonable basis for our opinion.  Our examination does not provide 
a legal determination of XYZ Child Development, Inc.'s  compliance with those requirements 
 
In our opinion, XYZ Child Development, Inc. 's assertion that it complied with the requirements referred to above that are 
applicable to its CACFP for the year ended June 30, 200X, is fairly stated , in all material respects.  However, the results of our 
examination procedures disclosed instances of noncompliance with those requirements, which are required to be reported in 
accordance with OMB Circular A-133 and which are described in the accompanying schedule of findings, and Questioned Costs 
as item X9-3. 

 
Internal Control Over Compliance 
 
The management of  XYZ Child Development, Inc. is responsible for  establishing and maintaining effective control over 
compliance with the requirements of laws, regulations, contracts, and grants applicable to federal programs. In planning and 
performing our examination, we considered XYZ Child Development, Inc.'s internal control over compliance with 
requirements that could have a direct and material effect on its CACFP in order to determine our examination procedures for the 
purpose of expressing our opinion on compliance and to test and report on the internal control over compliance in accordance 
with OMB Circular A-133. 
 
We noted certain matters involving the internal control over compliance and its operation that we consider to be reportable 
conditions.  Reportable conditions involve matters coming to our attention relating to significant deficiencies in the design or 
operation of the internal control over compliance that, in our judgment, could adversely affect XYZ Child Development, Inc.'s 
ability to administer a major federal program in accordance with the applicable requirements of laws, regulations, contracts, and 
grants.  Reportable conditions are described in the accompanying schedule of findings and questioned costs as item X9-4. 
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A material weakness is a condition in which the design or operation of one or more of the internal control components does not 
reduce to a relatively low level the risk that noncompliance with the applicable requirements of laws, regulations, contracts, and 
grants that would be material in relation to a major federal program being examined may occur and not be detected within a 
timely period by employees in the normal course of performing their assigned functions. Our consideration of the internal 
control over compliance would not necessarily disclose all matters in the internal control that might be reportable conditions and, 
accordingly, would not necessarily disclose all reportable conditions that are also considered to be material weaknesses.  
However, the reportable condition described above is considered to be a material weakness.   
 
We have also identified immaterial instances of noncompliance and internal control weaknesses that we have reported 
to the management of XYZ Child Development, Inc. in a separate letter dated September XX, 200X. 
 
This report is intended for the information of the audit committee, management and federal awarding agencies and pass-through 
entities and is not intended to be and should not be used by anyone other than those specified parties.  
 
Bean, Bean & Counter 
Certified Public Accountants 
 
September XX, 200X 
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XYZ Child Development, Inc. 
Schedule of Findings, Questioned Costs and Recommendations 

 
Year Ended June 30, 200X 

 
 
 
 
 
 
 
A.  Summary of Accountant’s Results 
 
I.   Statement of Claim Examination   
 
1. The Independent Accountant’s Report on the Statement of Claim of XYZ Child Development, Inc. expressed an unqualified 

opinion. 
 
2. Internal Control over Financial Reporting:  

a. Reportable conditions were disclosed in the examination of the Statement of Claim.                          
b. One of the reportable conditions, in 2a above, was considered to be a material weakness. 
c. Non-compliance was disclosed and is material to the Statement of Claim.  

 
II.   Federal Award Examination 
 

The USDA Child and Adult Care Food Program, CFDA number, 10.558, passed-through CDE's Nutrition Services Division 
is considered a major program as a result of II.3 below. 

 
1. Internal Controls Over Major Programs: 
 

a. One material weaknesses was disclosed in the examination of the federal award. 
 
2. Two examination findings are reported in B.II, Findings and Questioned Costs, in accordance with  OMB Circular A-133, 

Section  510(a). 
 
3. XYZ Child Development, Inc. did not qualify as a low-risk auditee under OMB Circular A- 133, section 530. 
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XYZ  Child Development, Inc. 
Schedule of Findings, Questioned Costs and Recommendations 

 
Year Ended June 30, 200X 

 
 
 
B.  Findings and Questioned Costs: 

         Questioned 
I.   Statement of Claim Examination                     Cost       
            
Reportable Conditions 
 
Finding X9-1                    $  
 
Condition:  Our test of the …. 
We believe that this reportable condition is a material weakness.  An adjustment of $              was made to the Statement of 
Claim.  
 
Criteria: USDA regulation,                           ,  
 
 
Cause: Lack of proper  
 
 
Effect:  $ 
 
 
Recommendation: Implement procedures to  
 
 
Response: Management  
 
 
Finding X9-2             $ 
 
Condition:  Our test of …  
We do not believe that this reportable condition is a material weakness. 
 
Criteria: USDA regulation,                           , states that  
 
 
Cause: Lack of proper management oversight. 
 
 
Effect: $   
 
 
Recommendation: Implement procedures to  
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XYZ  Child Development, Inc. 
Schedule of Findings,  Questioned Costs and Recommendations 

 
Year Ended June 30, 200X 

 
 
B.  Findings and Questioned Costs (continued): 
 
II.   Federal Award Program Examination       Questioned  
                     Cost    : 
 
Finding X9-3   Eligibility                     $  
 
Condition: During our review of the eligibility records of the …  
We believe that this condition is a material weakness and a financial adjustment of $        was necessary. 
 
Criteria: USDA regulation,                           , states that  
 
 
Cause: Inadequate  
 
 
Effect: Population of          , or     %.  This represents $  
 
 
Recommendation: Periodic reviews should be made of the center's attendance records to ensure proper eligibility records 
for the  
 
Response: Management has implemented periodic review procedures for all  key staff.   
 
Finding X9-4           $  
 
Material Weakness 
 
Condition: Our review of the … 
We believe that this condition is a material weakness.  No financial adjustment was necessary. 
 
Criteria: USDA regulation,                           , states that the sponsor  
 
 
Cause:  
 
 
Effect:  
 
 
Recommendation: Implement improved  
 
 
Response: Management has implemented improved  
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XYZ  Child Development, Inc. 

Schedule of Findings, Questioned Costs and Recommendations 
 

Year Ended June 30, 200X 
 
 

 
 
 
 
 
C.  Status of Prior Year Findings: 

  Questioned 
I.   Statement of Claim Examination                             Cost    :                

 
Reportable Conditions 
 

200X - Finding 1:           $  
 
Condition:  Our inspection of the  
We do not believe that this reportable condition is a material weakness.  
 
Criteria: USDA regulation,                           ,  
 
 
Cause: Lack of  
 
 
Effect: A total of $  
 
Recommendation: Implement procedures to monitor  
 
Response: The recommendation was implemented by management in November 200X.  No similar findings were noted in the 
200X examination. 
 
 
 
II. Major Federal Award Programs Examination 
 
Material Weaknesses 

 
 
200X – None        $ None 
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XYZ  Child Development, Inc. 
Management Letter 

 
Year Ended June 30, 200X 

 
 

                         
Board of Directors 
XYZ Child Development, Inc. 
 
In planning and performing our examination of the statement of claims for reimbursement submitted by XYZ Child 
Development, Inc. under the Child and Adult Care Food Program (CACFP) (Sponsor Agreement No. xx-xxxx-x-A) as 
summarized in the Statement of Claim as of, and for the year ended, June 30, 200X , we considered its internal controls and 
affect on compliance in order to determine our examination procedures  for the purpose of expressing our opinion on the 
aforementioned claims and to provide assurance on its accounting and management controls.  However, we noted certain matters 
involving the internal controls of XYZ Child Development, Inc. and its operation that we considered to be reportable 
conditions under standards established by the American Institute of Certified Public Accountants, and nonmaterial instances of 
noncompliance under criteria prescribed in the Audit Guide for Audits of Child and Adult Care Food Program Institutions, No. 
27029-2, dated February 18, 1999, issued by the Office of the Inspector General of the  United States Department of Agriculture 
(OIG-USDA) for examinations of this program. Reportable conditions involve matters coming to our attention relating to 
significant deficiencies in the design and operation of the internal accounting and management controls, that in our judgment, 
could adversely affect the organization's ability to record, process, summarize, and report financial data consistent with the 
assertions of management in the statement of CACFP claims for reimbursement.      
 
The nonmaterial instances of noncompliance and internal control weaknesses are described as follows: 
 
1. …………. 
 
 
 
 
2. …………. 
 
 
The information contained in this report is intended for the information of the audit committee, management and federal 
awarding agencies and pass-through entities and is not intended to be and should not be used by anyone other than those 
specified parties.  
 
Bean, Bean & Counter 
Certified Public Accountants 
 
September XX, 200X 
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APPENDIX A

 
 
 
 
 
 
 
 

 
 
 
 

APPENDIX A2.1.2
 

ILLUSTRATIVE PROGRAM SPECIFIC 
EXAMINATION

 
CHILD AND ADULT CARE FOOD PROGRAM

 
SPONSOR OF DAY CARE HOMES

(TIERING METHOD)
 
 
 

XYZ CHILD DEVELOPMENT, INC.
 

FISCAL YEAR ENDED JUNE 30, 200X
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APPENDIX A

 
 
 
 
 
 
 
 
 

Program-Specific Examination
 

XYZ Child Development, Inc.
Fiscal Year Ended June 30, 200X
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XYZ  Child Development, Inc.
 

GENERAL INFORMATION
 

June 30, 200X
                                                                                                                                                             
 
 
 
 
 
1.         Full official name of the agency . . . . . . . . . . . . . . .  XYZ  Child Development, Inc.
 
2.         Program name and agreement number:                         
 

     California Department of Education, Child and Adult Care Food Program, 
     Agreement No.  . . . . . . . . . . .xx-xxxx-x-F 
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APPENDIX A

3.             Type and Description of agency . . . . . . . . . . . . . . . . . . . . . . Tax-exempt, Nonprofit 
corporation providing educational programs for the care of children outside their homes.

 
4. Address of agency headquarters . . . . . . . . . . .1000 N. Main Street
                      Smalltown, CA   9xxxx
5. Names and address of Executive Director

and name of Chief Executive Officer, Business
Officer, or Accountant
 
Executive Director . . . . . . . . . . . . . . .  Gina Anonymous                 
  2000 S. Child Drive
  Smalltown, CA 9xxxx
 
Business Officer . . . . . . . . . . . . . . . . . . . . . . Joe McNice
 

6. Telephone number . . . . . . . . . . . . . . . . . . . . . . . . . . .(916) 555-1212
 

7. Period covered by examination . . . . . . . . . July 1, 200X   through June 30, 200X
 
8.         Number of days of agency operation . . . . . . . . . . . . 250 days
 

9. Scheduled hours of operation each day . . . . . . . . . .  7:00 a.m to 6:00 p.m
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Independent Accountant's  Report
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Board of Directors
XYZ Child Development, Inc.
 
We have examined the accompanying statement of claims for reimbursement submitted by XYZ Child 
Development, Inc. under the Child and Adult Care Food Program (CACFP) (Sponsor Agreement No. xx-
xxxx-x-F) as summarized in the Statement of Claim for the period from July 1, 200X through June 30, 
200X. 
 
Our examination was made in accordance with the Statement of Standards of Attestation Engagements 
established by the American Institute of Certified Public Accountants and with generally accepted auditing 
standards; the standards applicable to financial audits contained in Government Auditing Standards issued 
by the Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local 
Governments, and Non-Profit Organizations and included tests of the program and accounting records 
prescribed by the Office of the Inspector General of the United States Department of Agriculture (OIG-
USDA), as set forth in its Audit Guide for Audits of Child and Adult Care Food Program Institutions, No. 
27029-2, dated February 18, 1999, for examinations of this program.
 
In our opinion, the aforementioned claims present fairly, in all material respects, the number of meals and/or 
supplements eligible for CACFP reimbursement for the period July 1, 200X through June 30, 200X.
 
In accordance with Government Auditing Standards, we have also issued our report dated September XX, 
200X, on our consideration of XYZ Child Development, Inc.'s internal control over financial reporting and 
our tests of CACFP compliance with certain provisions of laws, regulations, contracts and grants.
 
 
 
Bean, Bean & Counter
Certified Public Accountants
 
 
September XX, 200X
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XYZ  Child Development, Inc.
 

STATEMENT  OF  CLAIM
 

Agreement No.:  xx-xxxx-x-F
200X Child and Adult Care Food Program

For the Period July 1, 200X to June 30, 200X
 
 
 
 
 
 
 
 
 
 
Reimbursement per Examination                 $   2,008,892
           (Supported by Exhibits A - I as needed)
 
 
 
Program Reimbursements Claims and Received*             $  3,821,397 
 
 
Amount Due From Agency                     $  1,812,505 
 
 
 
 
 
 
 
Footnotes:
 
* Actual reimbursements received from administering agency should also include administrative 
reimbursement received for FDCH's.
 
Should also include income that accrued to the program.
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A footnote should reflect if the CACFP claims for reimbursement have been paid or not.
 
Should also include revised claims.
 

 
A2.1.2-3

 
 

Auditor's Letterhead

 
 
 
 
 

Independent Accountant' s Report on Supplementary Information -
 

 
 

 
 
 
Board of Directors
XYZ Child Development, Inc.
 
We have examined the accompanying statement of claims for reimbursement submitted by XYZ Child 
Development, Inc. under the Child and Adult Care Food Program (CACFP) (Sponsor Agreement No. xx-
xxxx-x-F) as summarized in the Statement of Claim for the period from July 1, 200X through June 30, 
200X, and have  issued our report dated September XX, 200X. 
 
We conducted our examination in accordance with the Statement of Standards of Attestation Engagements 
established by the American Institute of Certified Public Accountants and with generally accepted auditing 
standards; the standards applicable to financial audits contained in Government Auditing Standards issued 
by the Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local 
Governments, and Non-Profit Organizations and included tests of the program and accounting records 
prescribed by the Office of the Inspector General of the  United States Department of Agriculture (OIG-
USDA), as set forth in its Audit Guide for Audits of Child and Adult Care Food Program Institutions, No. 
27029-2, dated February 18, 1999, for examinations of this program.
 
Our examination was made for the purpose of forming an opinion on the aforementioned CACFP claims of 
XYZ Child Development, Inc. taken as a whole. The accompanying supplementary information in Exhibits 
A through J is presented on pages A2.1.2-5 through A2.1.2-17 for purposes of additional analysis and is not 
a required part of the Statement of Claim.  The information in those exhibits has been subjected to the 
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examination procedures applied in the examination of the Statement of Claim and, in our opinion, is fairly 
stated in all material respects, in relation to the CACFP claims for reimbursement as summarized in the 
Statement of Claim taken as a whole.  
 
 
Bean, Bean & Counter
Certified Public Accountants
 
 
September XX, 200X

 
 
 
 
 
 
 

A2.1.2-4
 
 

Exhibit A
 

XYZ CHILD DEVELOPMENT, INC.
CHILD AND ADULT CARE FOOD PROGRAM – CHILD CARE CENTERS 

SUMMARY OF CLAIM

FOR THE PERIOD JULY 1, 1998 TO JUNE 30, 1999

 
 
 
 
 
 
 

Amount Reimbursable from the General Fund:     $649,660.14
Less General Fund Payments to Date:     687,649.53
General Fund Reimbursement Variance (Overpaid):     ($37,989.39)
      
 Allowed  Paid   
      
Cash-In-Lieu Reimbursement: $35,894.86  $36,225.41  (330.55)
Total General Fund Reimbursement Variance 
(Overpaid):

    ($38,319.94)

      
 Allowed  Paid   
      
State Meal Compensation $47,440.69  50,569.00  (3,128.31)
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Total Program Reimbursement (State and Federal)      
(Overpaid) Refund Due to the State     ($41,448.25)

 .
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

A2.1.2-5

XYZ CHILD DEVELOPMENT, INC.
CHILD AND ADULT CARE FOOD PROGRAM – DAY CARE HOMES

SCHEDULE OF REPORTED, ADJUSTED,
ALLOWED MEALS, SITES AND EARNED REIMBURSEMENT

FOR THE PERIOD JULY 1, 1998 TO JUNE 30, 1999

 
 

A2.1.2-
6

     Adjusted*    Food 
Service

 Revenue  Audit  Earned Exhibit 
B

   Reported  Meals  Allowed  Rates** Recognized  Adjustment  Reimbursement

FEDERAL 
REIMBURSEMENT
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Meal compensation – 
Tier I

             

  Breakfast 769,440 (769,440) 0 $0.9000 $692,296.00 ($692,496.00) $0

  Lunch 574,150 (574,150 0 1.5025 862,660.38 (862,660.38) 0
  Supplement 1,538,971 (1,538,971) 0 0.4900 754,095.79 (754,095.79) 0
  Supper 460,158 (460,158) 0 1.5025 691,387.40 (691,387.40) 0
 Federal Meal 

Compensation
        $3,000,639.57 ($3,000,639.57) $0

                
     Adjusted*    Food 

Service
 Revenue  Audit  Earned

   Reported  Meals  Allowed  Rates** Recognized  Adjustment  Reimbursement

FEDERAL 
REIMBURSEMENT

             

 Meal compensation 
– Tier II

             

  Breakfast 0 769,440 769,440 0.3400 $0 $261,609.60 $261,609.60

  Lunch 0 573,750 573,750 0.8525 0 489,121.88 489,121.88
  Supplement 0 1,538,971 1,538,971 0.1300 0 200,066.23 200,066.23
  Supper 0 459,758 459,758 0.8525 0 391,943.70 391,943.70

Subtotal          $0 $1,342,741.41 $1,342,741.41
Total Federal Meal 
Compensation

        $3,000,639.57 ($1,657,898.16) $1,342,741.41

                
Cash-in-
Lieu

 1,034,308 (800) 1,033,508 0.1475 152,560.43 (118.00) 152,442.43

                
Total Allowable Administrative 
Reimbursements

       533,670.00 (154,449.23) 379,220.77

Total Federal 
Reimbursement

        $3,686,870.00 ($1,812,465.39) $1,874,404.61

                
STATE MEAL 
COMPENSATION

1,007,693 (300) 1,007,393 0.1335 $134,527.02 ($40.05) $1,874,404.61

                
Total Federal and State Reimbursement:  Overpaid-
Refund Due the State

     ($1,812,505.44)  

                
Footnote:               

                
*Adjusted meals are the result of the following actions:  reclassifying enrolled children from Tier I to Tier II, 
attendance and meal count errors and meal production noncompliance.
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**Refer to either SECTION 700 or the FNS Regional Office to determine the appropriate reimbursement rate for 
the audit period.  The total administrative cost is limed to       actual cost pertaining only to the home or the 
amount determined by multiplying the number of homes by the appropriate rate or the amount approved by FNS 
Regional Office in the agency’s budget.

Exhibit C
 

XYZ CHILD DEVELOPMENT, INC.
CHILD AND ADULT CARE FOOD PROGRAM – DAY CARE HOMES

SCHEDULE OF REPORTED, ADJUSTED, AND ALLOWED MEALS AND HOMES

FOR THE PERIOD JULY 1, 1998 TO JUNE 30, 1999

 
 

             
  TIER I     TIER II   
July 1, 1998 to July 31, 1998

             
Meal Type  Reported  *Adjusted  Allowed  Reported  *Adjusted  Allowed
             
Breakfast  40,987  (40,987)  0  0  40,987  40,987
Lunch  30,987  (30,987)  0  0  30,587  30,587
Supplement  81,974  (81,974)  0  0  81,974  81,974
Supper  51,288  (51,288)  0  0  50,888  50,888
             
Homes  887  0  887       

             
             
August 1, 1998 to August 31, 1998

             
Meal Type  Reported  *Adjusted  Allowed  Reported  *Adjusted  Allowed
             
Breakfast  41,236  (41,236)  0  0  41,236  41,236
Lunch  51,000  (51,000)  0  0  51,000  51,000
Supplement  82,472  (82,472)  0  0  82,472  82,472
Supper  21,236  (21,236)  0  0  21,236  21,236
             
Homes  891  0  891       

             
             
September 1, 1998 to September 30, 1998

             
Meal Type  Reported  *Adjusted  Allowed  Reported  *Adjusted  Allowed
             
Breakfast  48,090  (48,090)  0  0  48,090  48,090
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Lunch  32,500  (32,500)  0  0  32,500  32,500
Supplement  96,180  (96,180)  0  0  96,180  96,180
Supper  58,010  (58,010)  0  0  58,010  58,010
             
Homes  880  0  880       

             
Footnote:             
             
*Adjusted meals are the result of the following actions:  reclassifying enrolled children from Tier I to Tier II, 
attendance and meal count errors and meal production noncompliance.

A2.1.2-7

 
                  

Exhibit C
 

XYZ CHILD DEVELOPMENT, INC.
CHILD AND ADULT CARE FOOD PROGRAM – DAY CARE HOMES

SCHEDULE OF REPORTED, ADJUSTED, AND ALLOWED MEALS AND HOMES

FOR THE PERIOD JULY 1, 1998 TO JUNE 30, 1999

 
 

             
  TIER I    TIER II   
October 1, 1998 to October 31, 1998

             
Meal Type  Reported  *Adjusted  Allowed  Reported  *Adjusted  Allowed

             
Breakfast  56,908  (56,908)  0  0  56,908  56,908
Lunch  46,500  (46,500)  0  0  46,500  46,500
Supplement  113,816  (113,816)  0  0  113,816  113,816
Supper  43,557  (43,557)  0  0  43,557  43,557
             
Homes  892  0  892       

             
             
November 1, 1998 to November 30, 1998

             
Meal Type  Reported  *Adjusted  Allowed  Reported  *Adjusted  Allowed
             
Breakfast  60,987  (60,987)  0  0  60,987  60,987
Lunch  30,888  (30,888)  0  0  30,888  30,888
Supplement  121,974  (121,974)  0  0  121,974  121,974
Supper  48,567  (48,567)  0  0  48,567  48,567
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Homes  910  0  910       

             
             
December 1, 1998 to December 31, 1998

             
Meal Type  Reported  *Adjusted  Allowed  Reported  *Adjusted  Allowed
             
Breakfast  45,678  (45,678)  0  0  45,678  45,678
Lunch  38,978  (38,978)  0  0  38,978  38,978
Supplement  91,356  (91,356)  0  0  91,356  91,356
Supper  32,678  (32,678)  0  0  32,678  32,678
             
Homes  924  0  924       

             
Footnote:             
             
*Adjusted meals are the result of the following actions:  reclassifying enrolled children from Tier I to Tier II, 
attendance and meal count errors and meal production noncompliance.

A2.1.2-8
 
 
 
 
 
 
 
 
 

 
Exhibit C

 
XYZ CHILD DEVELOPMENT, INC.

CHILD AND ADULT CARE FOOD PROGRAM – DAY CARE HOMES
SCHEDULE OF REPORTED, ADJUSTED, AND ALLOWED MEALS AND HOMES

FOR THE PERIOD JULY 1, 1998 TO JUNE 30, 1999

 
 

             
  TIER I    TIER II   
January 1, 1999 to January 31, 1999

             
Meal Type  Reported  *Adjusted  Allowed  Reported  *Adjusted  Allowed
             
Breakfast  67,890  (67,890)  0  0  67,890  67,890
Lunch  49,876  (49,876)  0  0  49,876  49,876
Supplement  135,780  (135,780)  0  0  135,780  135,780
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Supper  27,654  (27,654)  0  0  27,654  27,654
             
Homes  931  0  931       

             
             
February 1, 1999 to February 28, 1999

             
Meal Type  Reported  *Adjusted  Allowed  Reported  *Adjusted  Allowed
             
Breakfast  75,098  (75,098)  0  0  75,098  75,098
Lunch  52,326  (52,326)  0  0  53,326  52,326
Supplement  150,196  (150,196)  0  0  150,196  150,196
Supper  26,543  (26,543)  0  0  26,543  26,543
             
Homes  942  0  942       

             
             
March 1, 1999 to March 31, 1999

             
Meal Type  Reported  *Adjusted  Allowed  Reported  *Adjusted  Allowed
             
Breakfast  78,907  (78,907)  0  0  78,907  78,907
Lunch  58,765  (58,765)  0  0  58,765  58,765
Supplement  157,814  (157,814)  0  0  157,814  157,814
Supper  35,789  (35,789)  0  0  35,789  35,789
             
Homes  941  0  941       

             
Footnote:             
             
*Adjusted meals are the result of the following actions:  reclassifying enrolled children from Tier I to Tier II, 
attendance and meal count errors and meal production noncompliance.

A2.1.2-9
 
 
 
 
 
 
 
 
 
 

 
Exhibit C

 
XYZ CHILD DEVELOPMENT, INC.

CHILD AND ADULT CARE FOOD PROGRAM – DAY CARE HOMES
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SCHEDULE OF REPORTED, ADJUSTED, AND ALLOWED MEALS AND HOMES

FOR THE PERIOD JULY 1, 1998 TO JUNE 30, 1999

 
 

             
  TIER I    TIER II   
April 1, 1999 to April 30, 1999

             
Meal Type  Reported  *Adjusted  Allowed  Reported  *Adjusted  Allowed
             
Breakfast  79,987  79,987  0  0  79,987  79,987
Lunch  58,065  58,065  0  0  58,065  58,065
Supplement  159,975  159,975  0  0  159,975  159,975
Supper  35,001  35,001  0  0  35,001  35,001
             
Homes  915  0  915       

             
             
May 1, 1999 to May 31, 1999

             
Meal Type  Reported  *Adjusted  Allowed  Reported  *Adjusted  Allowed
             
Breakfast  80,895  (80,895)  0  0  80,895  80,895
Lunch  59,876  (59,876)  0  0  59,876  59,876
Supplement  161,880  (161,880)  0  0  161,880  161,880
Supper  36,547  (36,547)  0  0  36,547  36,547
             
Homes  910  0  910       

             
             
June 1, 1999 to June 30, 1999

             
Meal Type  Reported  *Adjusted  Allowed  Reported  *Adjusted  Allowed
             
Breakfast  92,777  (92,777)  0  0  92,777  92,777
Lunch  64,389  (64,389)  0  0  64,389  64,389
Supplement  185,554  (185,554)  0  0  185,554  185,554
Supper  43,288  (43,288)  0  0  43,2888  43,288
             
Homes  903  0  903       

             
Footnote:             
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*Adjusted meals are the result of the following actions:  reclassifying enrolled children from Tier I to Tier II, 
attendance and meal count errors, and meal production noncompliance.

A2.1.2-10
 

 
XYZ CHILD DEVELOPMENT, INC.

CHILD AND ADULT CARE FOOD PROGRAM – DAY CARE HOMES
DETERMINATION OF ALLOWABLE ADMINISTRATIVE REIMBURSEMENT

FOR THE PERIOD JULY 1, 1998 TO JUNE 30, 1999

 
 

 

A2.1.2-
11
 

A. Reimbursement Rates Calculation         Exhibit 
D             

          Day Care   
 Number of   Reported  Adjusted  Allowed  Home Adm.   
 Homes   Homes  Homes  Homes  Payment 

Rates
 Total

           
 0-50  600 0  600 $76  $45,600.00
 51-200  1,800 0  1,800 58  104,400.00
 201-1000  8,526 0  8,526 45  383,670.00
 >1000  0 0  0 40  0.00
 Total Homes Times Applicable 

Rates
     $533,670.00

             
B. Net Administrative Cost Allowed (From Schedule of Allowed Administrative Cost  $379,220.77
             

C. Total Approved 
Administrative Budget

       $537,996.00

             
D.  (1)   (2)        
  Total Allowable   Lesser of 

Costs,
       

  Reimbursements   Budget or 
Homes

  Sum of Column     

  Fed. Meal & 
State Meal

  (A, B or C)   (1) and 2)  Applicable 
Rates

  

             
  $1,629,670.81   $379,220.77   $2,008,891.58 X 30%  $602,667.47
             

E. Total Allowable Administrative Reimbursement (Lesser of line 
A, B, C or D)

   $379,220.77

             
             

(1) Exception of State Meal Allowance (SMA exceeding the threshold maximum:
 Total Allowable Reimbursements include SMA funds retained for 

administrative expenditures.
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Exhibit E
 

XYZ CHILD DEVELOPMENT, INC.
CHILD AND ADULT CARE FOOD PROGRAM – DAY CARE HOMES

SCHEDULE OF REPROTED, ADJUSTED AND
ALLOWED ADMINISTRATIVE INCOME

FOR THE PERIOD OF JULY 1, 1998 TO JUNE 30, 1999

 
 
 
 
 
 
 
 
 

Period  Reported*  Adjusted  Allowed
July  $2,149.92  $(11.66)(1) $2,138.26
August    2,770.54  1,030.00(3) 3,800.54
September     2,420.74  1,878.15(3) 4,298.89
October     3,106.12  0.00 3,106.12
November     2,759.69  5,000.00(3) 7,759.69
December     2,542.85  0.00 2,542.85
January     3,537.40  2,000.00(3) 5,537.40
February     3,827.50  0.00 3,827.50
March     4,135.32  564.30(3) 4,699.62
April     4,146.74  0.00 4,146.74
May      4,228.41  0.00 4,228.42
June      4,720.85  111.66(2) 4,832.51

  $40,346.08  $10,572.45 $50,918.53
       

Footnotes:       
       
*Retained 30% of State Meal 

Compensation
    

(1)  Disallowed breakfast and lunch meals     
(2)  Interest income earned     
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(3)  Other income     
 

 
 
 
 
 
 
 
 
 
 
 
 
 

A2.1.2-12

XYZ CHILD DEVELOPMENT, INC.
CHILD AND ADULT CARE FOOD PROGRAM – DAY CARE HOMES

DETERMINATION OF REPORTED ADJUSTED AND ALLOWED COST
FOR THE PERIOD JULY 1, 1998 TO JUNE 30, 1999

 

A2.1.2-
13

Summary of Reported and Allowed Administrative Costs  
          
    Audit  Budget 

Deficit
   

Period  Reported 
Cost

 Adjustments  Adjustments  Allowed 
Cost

 

July  $37,926.00  ($3,845.98)  ($6,458.67))  $27,621.35  
August  43,554.00  (3,869.23)  (6,458.67)  33,226.10  
September  43,574.00  (5,794.60)  (6,458.67)  31,320.73  
October  64,456.00  (5,918.10)  (6,458.67)  53,079.23  
November  32,073.00  (3,215.31)  (6,458.67)  22,399.02  
December  39,961.00  (3,461.26)  (6,458.67)  30,041.07  
January  47,136.00  (4,537.71)  (6,458.67)  36,139.62  
February  42,357,00  (3,273.06)  (6,458.67)  32,625.27  
March  40,845.00  (3,457.08)  (6,458.67)  30,929.25  
April  39,799.00  (3,680.82)  (6,458.67)  29,659.25  
May  51,673.00  (3,304.65)  (6,458.67)  41,909.68  
July  70,665.00  3,017.86)  (5,458.67)  61,188.47  

Totals  $554,019.00  ($47,375.66)  ($76,504.00)* $430,139.30*
State Meal Compensation Funds Retained by 
Sponsor (0 to 30%)

   (40,346.08)  

Other Income       (10,572.45)  
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Net Administrative 
Costs

      $379,220.77  

         Exhibit 
F         

Note:         
         

  *Includes rounding 
adjustment .04.

      

**Includes rounding 
adjustment (.04)

      

 
Exhibit G

 
 

XYZ CHILD DEVELOPMENT, INC.
CHILD AND ADULT CARE FOOD PROGRAM – DAY CARE HOMES

FOR THE PERIOD JULY 1, 1998 TO JUNE 30, 1999
 

Determination of Budget Deficit (Adjustments)

Category Approved
Budget Actual Cost Budget

Deficit 
Budget
Savings

Administrative labor
     
  Salaries
 $276,978.00 $309,556.00 $32,578.00 $0.00
  Benefits
 90,624.00 31,854.00 0.00 58,770.00
Administrative Supplies
     
  Equipment purchased under $5,000
 300.00 15,649.00 15,349.00 0.00
  Equipment purchased $5,000 and 
over
 11,954.00 9,243.00 0.00 2,711.00
  Office supplies
 0.00 0.00 0.00 0.00
  Postage
 29,980.00 34,223.00 4243.00 0.00
  Printing
 7,680.00 9,169.00 1,489.00 0.00
Administrative Services
     
  Office Space
 37,200.00 37,200.00 0.00 0.00
  Utilities and communication
 9,120.00 12,012.00 2,892.00 0.00
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  Vehicle Lease
 12,720.00 13,284.00 564.00 0.00
  Equipment Lease
 0.00 0.00 0.00 0.00
  Contract Services
 0.00 0.00 0.00 0.00
  Training
 0.00 0.00 0.00 0.00
  Advertising
 0.00 0.00 0.00 0.00
  Dues, Subscriptions, Memberships
 0.00 0.00 0.00 0.00
  Insurance Premiums
 0.00 0.00 0.00 0.00
  License Related Expenses
 0.00 0.00 0.00 0.00
Administrative Expenses
     
  Program Activities
 0.00 0.00 0.00 0.00
  In-State Workshops
 48,240.00 55,161.00 6,921.00 0.00
  Out-of-State Conference
 0.00 0.00 0.00 0.00
Miscellaneous Expenses
     
  Other
 13,200.00 26,668.00 13,468.00 0.00
Total
 $537,996.00 554,019.00 $77,504.00 $61,481.00

 
 

 
 

A2.1.2-14
 

Exhibit H
 

 
 

XYZ CHILD DEVELOPMENT, INC.
DETERMINATION OF ALLOWED PROVIDER PAYMENTS

(FEDERAL AND STATE)

FOR THE PERIOD OF JULY 1, 1998 TO JUNE 30, 1999
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  Allowed Federal  Allowed State  Total Allowed    Total Funds
  Funds  Funds  Funds  Total Funds Paid  Underpaid
Period  Owed Providers  Owed Providers  Owed Providers  Providers  (Overpaid)
           
July  $106,067.20  $5,016.49  $111,083.69  $217,853.79  ($106,770.10)
August  96,977.60  6,464.59  103,442.19  203,177.67  (99,735.48)
September  119,364.00  5,648.40  125,012.40  245,399.10  (120,386.70)
October  124,201.80  7,247.61  131,449.41  262,828.70  (131,379.29)
November  116,047.20  6,439.27  122,486.47  252,195.58  (129,709.11)
December  99,062.80  5,933.33  104,996.13  210,040.37  (105,044.24)
January  118,264.00  8,253.92  126,517.92  263,811.62  (137,293.70)
February  123,927.80  8,930.83  132,858.63  280,248.92  (147,390.29)
March  141,898.20  9,649.09  151,547.29  314,008.35  (162,461.06)
April  141,058.33  9,675.72  150,734.05  313.610.67  (162,876,62)
May  144,971.70  9,866.29  154,837.99  321,090.94  (166,252.95)
June  163,343.20  11,015.37  174,358.57  363,103.18  (188,744.61)
Totals  $1,495,183.83  $94,140.91  $1,589,324.74  $3,247,368.89  ($1,658,044.15)
           
Footnotes:           
           
*Overpayment is attributed to funds paid day care home providers based on Tier I instead of Tier II meals, 
attendance and
meal count errors and meal production noncompliance.
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

A2.1.2-15
Exhibit I
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XYZ Child Development, Inc.
 

Statement of Monetary Claims and Questioned Costs
Agreement No.:  xx-xxxx-x-A

 
200X Child and Adult Care Food Program

For the Period July 1, 200X to June 30, 200X
 
 
 
 
 

Detail No.:  Description of Exception  Amount
     

1  Finding X9-1  $
     

2  Finding X9-3  $
     
3     
     
4     

     
     
Total to be Collected from Agency/Reimbursed to Agency:  $
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A2.1.2-16
 

Exhibit J
XYZ  Child Development, Inc.

Notes to the Schedules
Agreement No.:   xx-xxxx-x-A

 
200X Child and Adult Care Food Program

 
 
 
 
 
 
NOTE 1:            GENERAL INFORMATION
 
XYZ Child Development, Inc.(the Agency) was incorporated as a non-profit corporation in 1967 to provide 
educational programs for the care of children outside their homes.  The Agency has been granted tax-exempt 
status by the Internal Revenue Service under Section 501©(3) and California Franchise Tax Board under 
Section 23701(d).  The Agency is funded by the California Department of Education (CDE).  Also, the 
Agency receives funds from private donations.  This report includes an opinion only on the activity of the 
CACFP program.  The source of funding for the CACFP program is the United States Department of 
Agriculture and CDE. 
 
 
 
NOTE 2:            CLAIM PREPARATION
 
Fixed Percentage Claiming Method:
 

The Fixed Percentage Claiming Method requires each Agency to accurately categorize and report the
enrollment data by eligibility category (i.e. free, reduced-price and base) at least one time of the fiscal
 year. The percentages established become the Agency's “fixed” percentage for the fiscal year. Meals
claimed are reimbursed based on the calculated fixed percentages for each category.  The fixed 
percentages remain in effect for the entire fiscal year unless the Agency chooses to submit new 
enrollment data in order to adjust the percentages and maximize reimbursement.  However, an 
agency must submit new enrollment data during the year if (1) the agency adds a new site, (2) the 
average daily participation for the claim month exceeds the total enrollment previously reported, or 
(3) to correct a reporting error.
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The percentage for each category becomes the Agency's "fixed" percentage used to determine 
reimbursement for the fiscal year.  Meals claimed are reimbursed based on the calculated "fixed" 
percentages for each category. The percentages may be adjusted by the Agency to either accurately 
categorize or submit new enrollment data into free, reduced price, and base rate in order to maximize 
reimbursement should new facilities be added or others deleted.  

 
 
 
 
 
 

A2.1.2-17
 

 
 

Accountant's Letterhead

 
 

 Report on Compliance and on Internal Control Over Financial Reporting  
Based on an Examination of the Statement of Claim Performed in

Accordance With Government Auditing and Attestation Standards
 
 

 
 
Board of Directors
XYZ Child Development, Inc.

 
We have examined the accompanying statement of claims for reimbursement submitted by XYZ Child 
Development, Inc. under the Child and Adult Care Food Program (CACFP) (Sponsor Agreement No. xx-
xxxx-x-F) as summarized in the Statement of Claim for the period from July 1, 200X through June 30, 200X 
and have issued our report thereon dated September XX, 200X. We conducted our examination in 
accordance with the Statement of Standards of Attestation Engagements established by the American 
Institute of Certified Public Accountants and with generally accepted auditing standards; the standards 
applicable to financial audits contained in Government Auditing Standards issued by the Comptroller 
General of the United States and included tests of the program and accounting records prescribed by the 
Office of the Inspector General of the  United States Department of Agriculture (OIG-USDA), as set forth in 
its Audit Guide for Audits of Child and Adult Care Food Program Institutions, No. 27029-2, dated February 
18, 1999, for examinations of this program.
 
Compliance
 
As part of obtaining reasonable assurance about whether the XYZ Child Development, Inc.'s statement of 
CACFP claims for reimbursement as summarized in the Statement of Claim is free of material misstatement, 
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we performed tests of its compliance with certain provisions of laws, regulations, contracts and grants, 
noncompliance with which could have a direct and material effect on the determination of financial 
statement amounts.  However, providing an opinion on compliance with those provisions was not an 
objective of our examination  and, accordingly, we do not express such an opinion.  The results of our tests 
disclosed one instance of material noncompliance that is required to be reported under Government Auditing 
Standards which is described in the accompanying schedule of findings and questioned costs as items, X9-1.
 
Internal Control Over Financial Reporting
 
In planning and performing our examination, we considered  XYZ Child Development, Inc.'s internal 
control over financial reporting in order to determine our examination procedures for the purpose of 
expressing our opinion on the Statement of Claim and not to provide assurance on the internal control over 
financial reporting.   However, we noted a certain matter involving the internal control over financial 
reporting and its operations that we consider to be a reportable condition.  Reportable conditions involve 
matters coming to our attention relating to significant deficiencies in the design or operation of the internal 
control over financial reporting that, in our judgment, could adversely affect XYZ Child Development, 
Inc.'s ability to record, process, summarize and report financial data consistent with the assertions of 
management in the Statement of Claim.  A reportable condition is described in the accompanying schedule 
of findings and questioned costs as item, X9-2.
 
 

A2.1.2-18
 
 
 
 
A material weakness is a condition in which the design or operation of one or more of the internal control 
components does not reduce to a relatively low level the risk that misstatements in amounts that would be 
material in relation to the Statement of Claim being examined may occur and not be detected within a timely 
period by employees in the normal course of performing their assigned functions.  Our consideration of the 
internal control over financial reporting would not necessarily disclose all matters in the internal control 
over financial reporting that might be material weaknesses and, accordingly, would not necessarily disclose 
all reportable conditions that are also considered to be material weaknesses.  
 
However, we do not believe the reportable condition described above is a material weakness.  We also noted 
other matters involving the internal control over financial reporting and compliance that we have reported to 
management of XYZ Child Development, Inc. in a separate letter dated September XX, 200X.
 
This report is intended for the information of the audit committee, management and federal awarding 
agencies and pass-through entities and is not intended to be and should not be used by anyone other than 
those specified parties. 
 
 
 
Bean, Bean & Counter
Certified Public Accountants
 
 
September XX, 200X
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A2.1.2-19

 
    Accountant's Letterhead

 
 

 Independent Accountant's Report on Compliance With Requirements Applicable 
to the Federal Program and on Internal Control Over Compliance and 

Financial Reporting in Accordance With the Program-Specific Audit Option 
Under OMB Circular A-133 and Attestation Standards Made as a Part 

of a Program-Specific Examination of the Statement of Claim
 
 

Board of Directors
XYZ Child Development, Inc.
 
 
Compliance

 
We have examined management's assertion about XYZ Child Development, Inc.'s compliance with the 
types of compliance requirements described in the U.S. Office of Management and Budget (OMB) Circular 
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A-133 Compliance Supplement that are applicable to the Child and Adult Care Food Program (CACFP) 
included in the accompanying statement of claims for reimbursement submitted by the Sponsor in 
Agreement No. xx-xxxx-x-F as summarized in the Statement of Claim is adequate to meet the criteria 
established by the Office of the Inspector General of the  United States Department of Agriculture (OIG-
USDA), as set forth in its Audit Guide for Audits of Child and Adult Care Food Program Institutions, No. 
27029-2,  dated February 18, 1999.  Compliance with requirements of laws, regulations, contracts, and 
grants applicable to its major federal program is the responsibility of XYZ Child Development, Inc.'s 
management.  Our responsibility is to express an opinion on XYZ Child Development, Inc.'s  compliance 
based on our examination. 
 
We conducted our examination of compliance in accordance with generally accepted auditing standards; the 
standards applicable to financial audits contained in Government Auditing Standards, issued by the 
Comptroller General of the United States; OMB Circular A-133, Audits of States, Local Governments, and 
Non-Profit Organizations;  and the Statement of Standards of Attestation Engagements established by the 
American Institute of Certified Public Accountants and included tests of the program and accounting records 
prescribed by the Audit Guide for Audits of Child and Adult Care Food Program Institutions, No. 27029-2, 
issued by the Office of the Inspector General of the  United States Department of Agriculture (OIG-USDA) 
for examinations of this program.  Those standards and OMB Circular A-133 require that we plan and 
perform the examination to obtain reasonable assurance about whether noncompliance with the types of 
compliance requirements referred to above that could have a direct and material effect on the CACFP 
occurred. An examination includes testing evidence about XYZ Child Development, Inc.'s  compliance 
with those requirements and performing such other procedures as we considered necessary in the 
circumstances.  We believe that our examination provides a reasonable basis for our opinion.  Our 
examination does not provide a legal determination of XYZ Child Development, Inc.'s  compliance with 
those requirements
 
In our opinion, XYZ Child Development, Inc. 's assertion that it complied with the requirements referred 
to above that are applicable to its CACFP for the year ended June 30, 200X, is fairly stated , in all material 
respects.  However, the results of our examination procedures disclosed instances of noncompliance with 
those requirements, which are required to be reported in accordance with OMB Circular A-133 and which 
are described in the accompanying schedule of findings, and Questioned Costs as item X9-3.
 

A2.1.2-20
 
 
 
 
 
Internal Control Over Compliance
 
The management of XYZ Child Development, Inc. is responsible for  establishing and maintaining 
effective control over compliance with the requirements of laws, regulations, contracts, and grants 
applicable to federal programs. In planning and performing our examination, we considered XYZ Child 
Development, Inc.'s internal control over compliance with requirements that could have a direct and 
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material effect on its CACFP in order to determine our examination procedures for the purpose of 
expressing our opinion on compliance and to test and report on the internal control over compliance in 
accordance with OMB Circular A-133.
 
We noted certain matters involving the internal control over compliance and its operation that we consider 
to be reportable conditions.  Reportable conditions involve matters coming to our attention relating to 
significant deficiencies in the design or operation of the internal control over compliance that, in our 
judgment, could adversely affect XYZ Child Development, Inc.'s ability to administer a major federal 
program in accordance with the applicable requirements of laws, regulations, contracts, and grants.  
Reportable conditions are described in the accompanying schedule of findings and questioned costs as item 
X9-4.
 
A material weakness is a condition in which the design or operation of one or more of the internal control 
components does not reduce to a relatively low level the risk that noncompliance with the applicable 
requirements of laws, regulations, contracts, and grants that would be material in relation to a major federal 
program being examined may occur and not be detected within a timely period by employees in the normal 
course of performing their assigned functions. Our consideration of the internal control over compliance 
would not necessarily disclose all matters in the internal control that might be reportable conditions and, 
accordingly, would not necessarily disclose all reportable conditions that are also considered to be material 
weaknesses.  However, the reportable condition described above is considered to be a material weakness.  
 
We have also identified immaterial instances of noncompliance and internal control weaknesses that 
we have reported to the management of XYZ Child Development, Inc. in a separate letter dated 
September XX, 200X.
 
This report is intended for the information of the audit committee, management and federal awarding 
agencies and pass-through entities and is not intended to be and should not be used by anyone other than 
those specified parties. 
 
Bean, Bean & Counter
Certified Public Accountants
 
September XX, 200X

 
 
 
 
 
 
 
 

A2.1.2-21
 

 
XYZ Child Development, Inc.

Schedule of Findings, Questioned Costs, and Recommendations
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Year Ended June 30, 200X
 
 
 
 
 
 
 
A.  Summary of Accountant’s Results
 
I.   Statement of Claim Examination  
 

1.  The Independent Accountant’s Report on the Statement of Claim of XYZ Child Development, Inc. 
expressed an unqualified opinion.

 
2.  Internal Control over Financial Reporting: 
a.     Reportable conditions were disclosed in the examination of the Statement of Claim.                         
b. One of the reportable conditions, in 2a above, was considered to be a material weakness.
c. Non-compliance was disclosed and is material to the Statement of Claim. 
 
II.   Federal Award Examination
 
The USDA Child and Adult Care Food Program, CFDA number, 10.558, passed-through CDE's Nutrition 
Services Division is considered a major program as a result of II.3 below.
 
1.  Internal Controls Over Major Programs:
 
a. One material weaknesses was disclosed in the examination of the federal award.
 

2.     Two examination findings are reported in B.II, Findings and Questioned Costs, in accordance with  
OMB Circular A-133, Section  510(a).

 
3.  XYZ Child Development, Inc. did not qualify as a low-risk auditee under OMB Circular A- 133, section 
530.
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A2.1.2-22
XYZ  Child Development, Inc.

Schedule of Findings, Questioned Costs, and Recommendations
 

Year Ended June 30, 200X
 
 
 
B.  Findings and Questioned Costs:
            Questioned
I.   Statement of Claim Examination                                           Cost                                  
Reportable Conditions
 
Finding X9-1                                                    $ 
 
Condition:      Our test of the ….
We believe that this reportable condition is a material weakness.  An adjustment of $              was made to 
the Statement of Claim. 
 
Criteria: USDA regulation,                           , 
 
 
Cause:  Lack of proper 
 
 
Effect:   $
 
 
Recommendation: Implement procedures to 
 
 
Response:     Management 
 
 
Finding X9-2                                                    $
 
Condition:      Our test of … 
We do not believe that this reportable condition is a material weakness.
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Criteria: USDA regulation,                           , states that 
 
 
Cause:  Lack of proper management oversight.
 
 
Effect:   $  
 
 
Recommendation: Implement procedures to 
 
 
 

A2.1.2-23
 

XYZ  Child Development, Inc.
Schedule of Findings,  Questioned Costs, and Recommendations

 
Year Ended June 30, 200X

 
 
B.  Findings and Questioned Costs (continued):
 
II.   Federal Award Program Examination                           Questioned                                                 
                      Cost    :
 
Finding X9-3   Eligibility                                              $ 
 
Condition:     During our review of the eligibility records of the … 
We believe that this condition is a material weakness and a financial adjustment of $        was necessary.
 
Criteria: USDA regulation,                           , states that 
 
 
Cause:     Inadequate 
 
 
Effect:     Population of          , or     %.  This represents $ 
 
 
Recommendation: Periodic reviews should be made of the center's attendance records to ensure proper 
eligibility records for the 

Response:     Management has implemented periodic review procedures for all  key staff.  
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Finding X9-4                                           $  
 
Material Weakness
 
Condition: Our review of the …
We believe that this condition is a material weakness.  No financial adjustment was necessary.
 
Criteria: USDA regulation,                           , states that the sponsor 
 
 
Cause:  
 
 
Effect:   
 
 
Recommendation: Implement improved 
 
 
Response:     Management has implemented improved 
 

 
A2.1.2-24

 
XYZ  Child Development, Inc.

Schedule of Findings, Questioned Costs, and Recommendations
 

Year Ended June 30, 200X
 
 

 
 
 
 
 
C.  Status of Prior Year Findings:
     Questioned

I.   Statement of Claim Examination                                                Cost    :               
 
Reportable Conditions
 

200X - Finding 1:                                        $ 
 
Condition:      Our inspection of the 
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We do not believe that this reportable condition is a material weakness. 
 
Criteria: USDA regulation,                           , 
 
 
Cause:  Lack of 
 
 
Effect:   A total of $ 
 
Recommendation: Implement procedures to monitor 
 
Response: The recommendation was implemented by management in November 200X.  No similar findings 
were noted in the 200X audit.
 
 
 

II.    Major Federal Award Programs Examination
 
Material Weaknesses

 
 
200X – None                           $ None

 
 
 
 
 
 
 
 
 

A2.1.2-25
 

XYZ  Child Development, Inc.
Management Letter

 
Year Ended June 30, 200X

 
 
                        

Board of Directors
XYZ Child Development, Inc.
 
In planning and performing our examination of the statement of claims for reimbursement submitted by 
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XYZ Child Development, Inc. under the Child and Adult Care Food Program (CACFP) (Sponsor 
Agreement No. xx-xxxx-x-F) as summarized in the Statement of Claim as of, and for the year ended, June 
30, 200X , we considered its internal controls and affect on compliance in order to determine our 
examination procedures  for the purpose of expressing our opinion on the aforementioned claims and to 
provide assurance on its accounting and management controls.  However, we noted certain matters 
involving the internal controls of XYZ Child Development, Inc. and its operation that we considered to be 
reportable conditions under standards established by the American Institute of Certified Public Accountants, 
and nonmaterial instances of noncompliance under criteria prescribed in the Audit Guide for Audits of Child 
and Adult Care Food Program Institutions, No. 27029-2, dated February 18, 1999, issued by the Office of 
the Inspector General of the  United States Department of Agriculture (OIG-USDA) for examinations of this 
program. Reportable conditions involve matters coming to our attention relating to significant deficiencies 
in the design and operation of the internal accounting and management controls, that in our judgment, could 
adversely affect the organization's ability to record, process, summarize, and report financial data consistent 
with the assertions of management in the statement of CACFP claims for reimbursement.     
 
The nonmaterial instances of noncompliance and internal control weaknesses are described as follows:
 

1.     ………….
 
 
 
 
 

2.     ………….
 
 
 
 
The information contained in this report is intended for the information of the audit committee, management 
and federal awarding agencies and pass-through entities and is not intended to be and should not be used by 
anyone other than those specified parties. 
 
 
 
Bean, Bean & Counter
Certified Public Accountants
 
September XX, 200X
 
 

A2.1.2-26
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APPENDIX  A2.1.3 
 

ILLUSTRATIVE  PROGRAM  SPECIFIC  
EXAMINATION 

 
CHILD  AND  ADULT  CARE  FOOD  

PROGRAM 
 

SPONSOR  OF  INDEPENDENT CENTERS 
(FIXED PERCENTAGE METHOD) 

 
 

LITTLE COUNTRY SCHOOL 
 

FISCAL YEAR ENDED SEPTEMBER 30, 200X 
 
 
 
 
 
 
 
 
 
 
 
 



 
 
 

Program-Specific Examination 
 

LITTLE COUNTRY SCHOOL 
Fiscal Year Ended September 30, 200X 

 
TABLE OF CONTENTS 

                               Page No: 
 
GENERAL INFORMATION                                     A2.1.3 -1   
 
INDEPENDENT ACCOUNTANT’S REPORT      A2.1.3-2   
 
STATEMENT OF CLAIM         A2.1.3-3 
 
SUPPLEMENTARY INFORMATION:              

           
Independent Accountant' s Report on Supplementary Information -   A2.1.3-4  
Exhibit: 
 
     A  Summary of Claim       A2.1.3-5 
 
     B  Schedule of Reported, Adjusted, and Allowed Meals and   A2.1.3-6 
  Earned Reimbursement  
 
     C  Schedule of Reported, Adjusted, and Allowed Meals  A2.1.3-7 
 
     D  Schedule of Reported, Adjusted, and Allowed Enrollment  A2.1.3-11 
 
     E  Determination of Allowable Administrative Costs   A2.1.3-12 
 
     F  Schedule of Allowed Administrative Costs    A2.1.3-13 
 
    G  Schedule of Allowed Funds Retained     A2.1.3-14 
 
    H  Reconciliation  of the Reported, Adjusted and Allowed Meals, A2.1.3-15 
  Earned Reimbursements, and Statement of Claim to the State  
  Fiscal Year Ended June 30, 200X 
 
     I  Statement of Monetary Claims and Questioned Cost   A.2.1.3-16 
 
     J  Notes to the Schedules      A2.1.3-17 
 

REPORT  ON  COMPLIANCE AND  ON  INTERNAL  CONTROL  OVER  A2.1.3-18 
FINANCIAL  REPORTING  BASED  ON AN  EXAMINATION  OF  THE   
STATEMENT  OF  CLAIM  PERFORMED  IN  ACCORDANCE  WITH   
GOVERNMENT AUDITING AND ATTESTATION  STANDARDS   
 
 
 



 
 
 
 

Program-Specific Examination 
 

LITTLE COUNTRY SCHOOL 
Fiscal Year Ended September 30, 200X 

 
TABLE OF CONTENTS 

                               Page No: 
 
 
 
 
 
 
 
INDEPENDENT  ACCOUNTANT'S  REPORT  ON COMPLIANCE WITH   A2.1.3-20 
REQUIREMENTS APPLICABLE TO THE FEDERAL PROGRAM  AND 
ON INTERNAL CONTROL OVER COMPLIANCE AND FINANCIAL  
REPORTING IN ACCORDANCE WITH THE PROGRAM-SPECIFIC  
AUDIT OPTION UNDER OMB CIRCULAR A-133 AND ATTESTATION  
STANDARDS MADE AS A PART OF A PROGRAM-SPECIFIC  
EXAMINATION OF THE STATEMENT  OF CLAIM   
 
SCHEDULE OF FINDINGS, QUESTIONED COSTS  AND    A2.1.3-22 
RECOMMENDATIONS 
 
STATUS OF PRIOR YEAR FINDINGS       A2.1.3-25 
 
MANAGEMENT  LETTER        A2.1.3-26 
        

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 

XYZ  Child Development, Inc. 
 

GENERAL INFORMATION 
 

September 30, 200X 
                                                                                                                                                              
 
 
 
 
 
1. Full official name of the agency . . . . . . . . . . . . . . .  Little Country School 
 
2. Program name and agreement number:                          

 
     California Department of Education, Child and Adult Care Food Program,  
     Agreement No.  . . . . . . . . . . .xx-xxxx-x-M  

 
3. Type and Description of agency . . . . . . . . . . . . . . . . . . . . . . Tax-exempt, Nonprofit 

corporation providing educational programs for the care of children outside their homes. 
 
4. Address of agency headquarters . . . . . . . . . . .1000 N. Main Street 
                   Small Town, CA   9xxxx 
5. Names and address of Executive Director 

and name of Chief Executive Officer, Business 
Officer, or Accountant 

 
Executive Director . . . . . . . . . . . . . . .  Gina Anonymous   

  2000 S. Child Drive 
  Small Town, CA 9xxxx 

 
Business Officer . . . . . . . . . . . . . . . . . . . . . . Joe McNice 

 
6. Telephone number . . . . . . . . . . . . . . . . . . . . . . . . . . .(916) 555-1212 
 
7. Period covered by examination . . . . . . . . . October 1, 200X   through September 30, 200X 
 
8. Number of days of agency operation . . . . . . . . . . . . 250 days 
 
9. Scheduled hours of operation each day . . . . . . . . . .  7:00 a.m to 6:00 p.m 
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 Accountant's Letterhead 
 
 Independent Accountant's  Report  
 
 
 
 
 
 
 
Board of Directors 
Little Country School 
 
We have examined the accompanying statement of claims for reimbursement submitted by Little Country 
School under the Child and Adult Care Food Program (CACFP) (Sponsor Agreement No. xx-xxxx-x-M) as 
summarized in the Statement of Claim for the period from October 1, 200X through September 30, 200X.  
 
Our examination was made in accordance with the Statement of Standards of Attestation Engagements 
established by the American Institute of Certified Public Accountants and with generally accepted auditing 
standards; the standards applicable to financial audits contained in Government Auditing Standards issued by 
the Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local 
Governments, and Non-Profit Organizations and included tests of the program and accounting records 
prescribed by the Office of the Inspector General of the United States Department of Agriculture (OIG-
USDA), as set forth in its Audit Guide for Audits of Child and Adult Care Food Program Institutions, No. 
27029-2, dated February 18, 200X, for examinations of this program. 
 
In our opinion, the aforementioned claims present fairly, in all material respects, the number of meals and/or 
supplements eligible for CACFP reimbursement for the period October 1, 200X through September 30, 
200X. 
 
In accordance with Government Auditing Standards, we have also issued our report dated November XX, 
200X, on our consideration of Little Country School's internal control over financial reporting and our tests 
of CACFP compliance with certain provisions of laws, regulations, contracts and grants. 
 
 
 
Bean, Bean & Counter 
Certified Public Accountants 
 
 
November XX, 200X 
 
 
 
 

A2.1.3-2 
 



 
LITTLE COUNTRY SCHOOL 

 
STATEMENT  OF  CLAIM 

 
Agreement No.:  xx-xxxx-x-M 

200X CHILD AND ADULT CARE FOOD PROGRAM - INDEPENDENT CENTERS 
For the Period of October 1, 200X to September 30, 200X 

 
 
 
 
 
 
 
 
Reimbursement per Examination     $   1,761,332.06 
   (Supported by Exhibits A - H as needed) 
 
 
 
Program Reimbursements Claims and Received*   $   1,762,325.91  
 
 
Amount Due From Sponsor      $           993.85   
 
 
 
 
 
Footnotes: 
 
* Actual reimbursements received from administering agency should also include administrative 
reimbursement received for Center(s). 
 
Should also include income that accrued to the program. 
 
A footnote should reflect if the CACFP claims for reimbursement have been paid or not. 
 
Should also include revised claims. 
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 Auditor's Letterhead 
 
 
 
 
 

Independent Accountant' s Report on Supplementary Information - 
 

 
 

 
 
 
Board of Directors 
Little Country School 
 
We have examined the accompanying statement of claims for reimbursement submitted by Little Country 
School under the Child and Adult Care Food Program (CACFP) (Sponsor Agreement No. xx-xxxx-x-M) as 
summarized in the Statement of Claim for the period from October 1, 200X through September 30, 200X, 
and have  issued our report dated November XX, 200X.  
 
We conducted our examination in accordance with the Statement of Standards of Attestation Engagements 
established by the American Institute of Certified Public Accountants and with generally accepted auditing 
standards; the standards applicable to financial audits contained in Government Auditing Standards issued by 
the Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local 
Governments, and Non-Profit Organizations and included tests of the program and accounting records 
prescribed by the Office of the Inspector General of the  United States Department of Agriculture (OIG-
USDA), as set forth in its Audit Guide for Audits of Child and Adult Care Food Program Institutions, No. 
27029-2, dated February 18, 200X, for examinations of this program. 
 
Our examination was made for the purpose of forming an opinion on the aforementioned CACFP claims of 
Little Country School taken as a whole. The accompanying supplementary information in Exhibits A 
through J is presented on pages A2.1.3-5 through A2.1.3-17 for purposes of additional analysis and is not a 
required part of the Statement of Claim.  The information in those exhibits has been subjected to the 
examination procedures applied in the examination of the Statement of Claim and, in our opinion, is fairly 
stated in all material respects, in relation to the CACFP claims for reimbursement as summarized in the 
Statement of Claim taken as a whole.   
 
 
Bean, Bean & Counter 
Certified Public Accountants 
 
 
November XX, 200X 

 
 
 
 
 
 
 

A2.1.3-4 
 
 



Exhibit A 
 
 

LITTLE COUNTRY SCHOOL 
CHILD AND ADULT CARE FOOD PROGRAM – INDEPENDENT CENTERS 

 SUMMARY OF CLAIM 
FOR THE PERIOD OCTOBER 1, 200X TO SEPTEMBER 30, 200X 

 
 
 
 
 
 
 
 
Amount Reimbursable from the General Fund:    $1,586,366.31 
 
 Less General Funds Payments To Date:    1,587,226.47 
 
General Fund Reimbursement Variance - (Overpaid):   $(860.16) 
 
  Allowed Paid 
 
Cash-In-Lieu Reimbursement: $93,399.65 $93,473.40  (73.75) 
 
Total General Fund Reimbursement Variance - (Overpaid):   $(933.91) 
 
  Allowed Paid 
 
State Meal Compensation: $81,566.10 $81,626.04  (59.94) 
 
 
Total Program Reimbursement (State and Federal) 
 
(Overpaid) – Refund Due To The State:    $(993.85)* 
 
 
 
 
 
 
Footnote: 
*Excess funds retained by Sponsor   ($305.60) 
  Disallowed Meals       (688.26) 
  Rounding adjustment              .01 
        $993.85 
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Exhibit B 
LITTLE COUNTRY SCHOOL 

CHILD AND ADULT CARE FOOD PROGRAM – INDEPENDENT CENTERS 
SCHEDULE OF REPORTED, ADJUSTED, ALLOWED MEALS AND EARNED REIMBURSEMENT 

FOR THE PERIOD OCTOBER 1, 200X TO SEPTEMBER 30, 200X 
 

  (July 200X-June 200X)         
Adjusted        Food Service       Revenue                    Audit         Earned 

 Reported Meals*  Allowed  Rates Recognized  Adjustment Reimbursement 
 
General Reimbursement    $1,138,374.48 $(860.16) $1,137,514.32 
 
Cash-In-Lieu  458,955 (500) 458.455                  .1475                    67,695.86                 (73.75)                       67,622.11  
 
Federal Reimbursement     $1,206,070.34            $(933.91)                 $ 1,205,136.43 
 
State Meal Compensation 442,286 (449) 441,837                  .1335             $     59,045.18            $  (59.94)                  $    59,985.24  
         

   (July 200X-June 2000)  
 Food Service 
     Rates 
 
General Reimbursement    $448,851.99 $0.00 $448,851.99 
 
Cash-In-Lieu  180,895 0 180,895                   .1425                   25,777.54                      0.00                        25,777.54  
 
Federal Reimbursement     $474,629.53 $0.00 474,629. 
State Meal Compensation 169,145 0 169,145 .1335 $22,580.86 $0.00 $22,580.86 
 

Grand Totals 
 
Total General Reimbursement     $1,587,226.47 $(860.16) $1,586,366.31** 
 
Total Cash-In-Lieu     $93,473.40 $(73.75) $93,399.65** 
 

Total State Meal Compensation     $81,626.04 $(59.94) $81,566.10** 
 
Total Program Reimbursement (State and Federal) Overpaid – Refund Due the State       $(993.85) 
 
Footnotes: 
   *Adjustments are the result of: (1) eligibility category changes, (2) meal count errors, and (3) meals served in excess of site-licensed capacity. 
 **Includes rounding adjustments: General .16, Cash-In-Lieu .02, State Meal .02 
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Exhibit C 
 

LITTLE COUNTRY SCHOOL 
CHILD AND ADULT CARE FOOD PROGRAM – INDEPENDENT CENTERS 

SCHEDULE OF REPORTED, ADJUSTED,  AND ALLOWED MEALS  
FOR THE PERIOD OCTOBER 1, 200X TO SEPTEMBER 30, 200X 

 
 
 
 Reported Adjusted* Allowed Reported Adjusted Allowed Reported Adjusted Allowed 
                Oct 1, 200X to Oct 31, 200X   Nov 1, 200X to Nov 30, 200X                       Dec 1, 200X to Dec 31, 200X 
 

Breakfast 
 Free 16,655 0 16,655 15,064 0 15,064 17,980 0 17,980 
 Reduced 2,227 0 2,227 2,073 0 2,073 2,373 0 2,373 
 Base 2,168 0 2,168 2,218 0 2,218 2,637 0 2,637 
 Total 21,050 0 21,050 19,355 0 19,355 22,990 0 22,990 
  

Lunch 
 Free 23,842 (396) 23,446 21,946 0 21,946 25,588 0 25,588 
 Reduced 3,188 (53) 3,135 3,020 0 3,020 3,376 0 3,376 
 Base 3,104 (51) 3,053 3,231 0 3,231 3,753 0 3,753 
 Total 30,134 (500) 29,634 28,197 0 28,197 32,717 0 32,717 
 

Supplements 
 Free 30,676 0 30,676 28,625 0 28,625 32,990 0 32,990 
 Reduced 4,102 0 4,102 3,939 0 3,939 4,353 0 4,353 
 Base 3,994 0 3,994 4,215 0 4,215 4,838 0 4,838 
 Total 38,772 0 38,772 36,779 0 36,779 42,181 0 42,181 
 

Supper 
 Free 12,657. 0 12,657 10,919 0 10,919 13,102 0 13,102 
 Reduced 1,692 0 1,692 1,503 0 1,503 1,729 0 1,729 
 Base 1,648 0 1,648 1,607 0 1,607 1,921 0 1,921 
 Total 15,997 0 15,997 14,029 0 14,029 16,752 0 16,752 
 
 
 
Footnotes: 
* Adjustments are the result of: (1) eligibility category changes, (2) meal count errors, and (3) meals served in excess of site licensed capacity. 
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Exhibit C 
 

LITTLE COUNTRY SCHOOL 
CHILD AND ADULT CARE FOOD PROGRAM – INDEPENDENT CENTERS 

SCHEDULE OF REPORTED, ADJUSTED, AND ALLOWED MEALS 
FOR THE PERIOD OCTOBER 1, 200X TO SEPTEMBER 30, 200X 

 
 
 
 Reported Adjusted Allowed Reported Adjusted Allowed Reported Adjusted Allowed 
                Jan 1, 200X to Jan 30, 200X   Feb 1, 200X to Feb 28, 200X                       Mar 1, 200X to Mar 31, 200X 
 

Breakfast 
 Free 15,879 0 15,879 16,054 0 16,054 20,442 0 20,442 
 Reduced 2,095 0 2,095 2,008 0 2,008 2,459 0 2,459 
 Base 2,329 0 2,329 2,342 0 2,342 2,851 0 2,851 
 Total 20,303 0 20,303 20,404 0 20,404 25,752 0 25,752 
  

Lunch 
 Free 22,804 0 22,804 22,446 0 22,446 28,886 0 28,886 
 Reduced 3,009 0 3,009 2,807 0 2,807 3,475 0 3,475 
 Base 3,345 0 3,345 3,275 0 3,275 4,029 0 4,029 
 Total 29,158 0 29,158 28,528 0 28,528 36,390 0 36,390 
  

Supplements 
 Free 29,808 0 29,808 29,956 0 29,956 34,657 0 34,657 
 Reduced 3,933 0 3,933 3,746 0 3,746 4,170 0 4,170 
 Base 4,372 0 4,372 4,371 0 4,371 4,833 0 4,833 
 Total 38,113 0 38,113 38,073 0 38,073 43,660 0 43,660 
 

Supper 
 Free 11,215 0 11,215 11,499 0 11,499 18,243 0 18,243 
 Reduced 1,480 0 1,480 1,438 0 1,438 2,195 0 2,195 
 Base 1,644 0 1,644 1,678 0 1,678 2,544 0 2,544 
 Total 14,339 0 14,339 14,615 0 14,615 22,982 0 22,982 
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Exhibit C 
 

LITTLE COUNTRY SCHOOL 
CHILD AND ADULT CARE FOOD PROGRAM – INDEPENDENT CENTERS 

SCHEDULE OF REPORTED, ADJUSTED, AND ALLOWED MEALS  
FOR THE PERIOD OCTOBER 1, 200X TO SEPTEMBER 30, 200X 

 
 
 Reported Adjusted Allowed Reported Adjusted Allowed Reported Adjusted Allowed 
                Apr 1, 200Xto Apr 30, 200X   May 1, 200X to May 31, 200X                      Jun 1, 200X to Jun 30, 200X 
 

Breakfast 
 Free 19,930 0 19,930 18,265 0 18,265 21,152 0 21,152 
 Reduced 2,550 0 2,550 2,337 0 2,337 2,706 0 2,706 
 Base 3,226 0 3,226 2,957 0 2,957 3,424 0 3,424 
 Total 25,706 0 25,706 23,559 0 23,559 27,282 0 27,282 
  

Lunch 
 Free 28,406 0 28,406 27,005 0 27,005 29,389 0 29,389 
 Reduced 3,635 0 3,635 3,455 0 3,455 3,760 0 3,760 
 Base 4,598 0 4,598 4,372 0 4,372 4,758 0 4,758 
 Total 36,639 0 36,639 34,832 0 34,832 37,907 0 37,907 
  

Supplements 
 Free 34,588 0 34,588 32,897 0 32,897 35,499 0 35,499 
 Reduced 4,426 0 4,426 4,209 0 4,209 4,542 0 4,542 
 Base 5,599 0 5,599 5,325 0 5,325 5,747 0 5,747 
 Total 44,613 0 44,613 42,431 0 42,431 45,788 0 45,788 
 

Supper 
 Free 17,118 0 17,118 16,094 0 16,094 17,786 0 17,786 
 Reduced 2,190 0 2,190 2,059 0 2,059 2,276 0 2,276 
 Base 2,771 0 2,771 2,606 0 2,606 2,879 0 2,879 
 Total 22,079 0 22,079 20,759 0 20,759 22,941 0 22,941 
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Exhibit C 
 
 

LITTLE COUNTRY SCHOOL 
CHILD AND ADULT CARE FOOD PROGRAM – INDEPENDENT CENTERS 

SCHEDULE OF REPORTED, ADJUSTED, AND ALLOWED MEALS  
FOR THE PERIOD OCTOBER 1, 200X TO SEPTEMBER 30, 200X 

 
 
 Reported Adjusted Allowed Reported Adjusted Allowed Reported Adjusted Allowed 
                Jul 1, 200X to Jul 30, 200X   Aug 1, 200X to Aug 30, 200X                       Sep 1, 200X to Sep 30, 200X 
 

Breakfast 
 Free 20,070 0 20,070 21,932 0 21,932 21,136 0 21,136 
 Reduced 2,583 0 2,583 2,839 0 2,839 2,750 0 2,750 
 Base 3,254 0 3,254 3,426 0 3,426 3,284 0 3,284 
 Total 25,907 0 25,907 28,197 0 28,197 27,170 0 27,170 
  

Lunch 
 Free 27,974 0 27,974 29,889 0 29,889 28,805 0 28,805 
 Reduced 3,600 0 3,600 3,870 0 3,870 3,747 0 3,747 
 Base 4,535 0 4,535 4,668 0 4,668 4,477 0 4,477 
 Total 36,109 0 36,109 38,427 0 38,427 37,029 0 37,029 
  

Supplements 
 Free 33,465 0 33,465 35,814 0 35,814 34,163 0 34,163 
 Reduced 4,307 0 4,307 4,637 0 4,637 4,444 0 4,444 
 Base 5,426 0 5,426 5,594 0 5,594 5,310 0 5,310 
 Total 43,198 0 43,198 46,045 0 46,045 43,917 0 43,917 
 

Supper 
 Free 17,129 0 17,129 18,901 0 18,901 17,829 0 17,829 
 Reduced 2,204 0 2,204 2,447 0 2,447 2,319 0 2,319 
 Base 2,778 0 2,778 2,952 0 2,952 2,771 0 2,771 
 Total 22,111 0 22,111 24,300 0 24,300 22,919 0 22,919 
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Exhibit D 
 
 

LITTLE COUNTRY SCHOOL 
CHILD AND ADULT CARE FOOD PROGRAM – INDEPENDENT CENTERS 
SCHEDULE OF REPORTED, ADJUSTED, AND ALLOWED ENROLLMENT 

FOR THE PERIOD OCTOBER 1, 200X TO SEPTEMBER 30, 200X 
 
 
 
 

FIXED PERCENTAGE METHOD 
 
Enrollment  Oct  Nov Dec Jan Feb Mar Apr  May Jun Jul Aug  Sep 
 
Total 

 Reported 1475 1597 1657 1657 1637 1697 1825 1825 1825 1855 1917 1927 
 Adjusted 0 0 0 0 0 0 0 0 0 0 0     0 
 Allowed 1475 1597 1657 1657 1637 1697 1825 1825 1825 1855 1917 1927 
 
  Free 
      Reported      1167   1243         1296    1296          1288           1347         1415            1415 1415           1437            1491 1499 
      Adjusted        0        0               0                  0    0         0   0         0  0                 0                  0 0 
      Allowed       1167   1243         1296            1296            1288       1347          1415   1415       1415   1437           1491            1499 
 
Reduced 
      Reported       156     171           171      171            161     162            181     181 181             185             193 195 
      Adjusted        0         0              0                   0                0                0                 0         0 0                 0                 0                  0 
      Allowed        156     171           171              171            161     162            181     181 181             185             193 195 
 
Base 
      Reported       152     183          190      190            188     188             229     229 229             233             233 233 
      Adjusted              0         0              0          0    0         0               0         0 0                 0                 0 0 
      Allowed           152     183          190      190            188     188             229     229 229             233             233 233 
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Exhibit E 
 
 

LITTLE COUNTRY SCHOOL 
CHILD AND ADULT CARE FOOD PROGRAM – INDEPENDENT CENTERS 

DETERMINATION OF ALLOWABLE ADMINISTRATIVE COSTS 
FOR THE PERIOD OCTOBER 1, 200X TO SEPTEMBER 30, 200X 

 
 
 
 
 

 
(A). Net Administrative Costs Allowed – Actual  $465,734,74 
 
(B). Total Approved Administrative Budget $516,733.00 
 
(C). Total Maximum Funds Available to Retain $474,738.69 
 
(D). Total Reported Funds Retained by Sponsor $489,416.11 
 
(E). Total Allowed Funds Retained (Per Audited Meals) $489,110.51 
 
  Allowable Administrative Costs 
 
(1). Net Administrative Costs Allowed – Actual  $465,734.74 
 Less Total Reported Funds Retained by Sponsor 489,416.11 
 
  Total Excess Funds Retained $   23,681.37 
 
(2). Net Administrative Costs Allowed – Actual $465,734.74 
 Less Total Allowed Funds Retained (Per Audited Meals) 489,110.51 
 
  Excess Funds Retained – Funds Owed to Centers $  23,375.77*
  
 
(3). Total Reported Funds Retained by Sponsor   $489,416.11 
 Less Total Allowed Funds Retained (Per Audited Meals)  489,110.51
  
 
  Excess Funds Retained – Funds Due The State  $   305.60 
 
 
 
Footnote: 
*Include in Findings and Recommendation Section. 
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Exhibit F 
   
 
 
 

LITTLE COUNTRY SCHOOL 
CHILD AND ADULT CARE FOOD PROGRAM – INDEPENDENT CENTERS 

SCHEDULE OF ALLOWED ADMINISTRATIVE COSTS 
FOR THE PERIOD OCTOBER 1, 200X TO SEPTEMBER 30, 200X 

 
 
 
 
 
 
 

Period Reported Adjusted Allowed 
 
October $33,904.69 $ (200.00) $33,704.69 

November 34,654.52 (45.00) 34,609.52 

December 38,673.15 0.00 38,673.15 

January 38,656.53 1,090.00 39,746.53 

February 33,543.02 0.00 33,543.02 

March 39,476.97 (25.98) 39,450.99 

April 43,238.36 0.00 43,238.36 

May 43,553.55 0.00 43,553.55 

June 38,116.88 (771.00) 37,345.88 

July 38,233.31 0.00 38,233.31 

August 40,501.31 0.00 40,501.31 

September 43,182.45 0.00 43,182.45 

Total $465,734.74 $48.02 $465,782.76 

Income      (48.02)  

Net Allowed Administrative Costs   $465,734.74 
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Exhibit G 
LITTLE COUNTRY SCHOOL 

CHILD AND ADULT CARE FOOD PROGRAM – INDEPENDENT CENTERS 
SCHEDULE OF ALLOWED FUNDS RETAINED 

FOR THE PERIOD OCTOBER 1, 200X TO SEPTEMBER 30, 200X 
 
          (1)   (2)      (3)            (4)           (5)     (6)   (7) 
          Funds Received               (1)/(3)        Sponsor’s Adjustments Allowed  Center’s Adjustment 
   From NSD        Funds Paid        Funds Retained    Percentage of               Overpayment)               Funds      (Overpayment) 

Period (Federal and State)   To Center By Sponsor   Funds Retained  Underpayment              Retained          Underpaid 
 
October                         $202,688.09           $166,912.41  $35,775.68 0.3075 $(305.60) $35.470.08          $(688.26) 
November 105,863.73 73,358.20 32,505.53 0.3071 0.00 32,505.53 0.00 
December 124,048.65 85,962.44 38,086.21 0.3070 0.00 38,086.21 0.00 
January 109,640.87 75,971.38 33,669.49 0.3071 0.00 33,669.49 0.00 
February 109,234.94 75,662.02 33,572.92 0.3073 0.00 33,572.92 0.00 
March 144,668.71 100,366.18 44,302.53 0.3062 0.00 44,302.53 0.00 
April 141,674.42 98,403.90 43,270.52 0.3054 0.00 43,270.52 0.00 
May 133,451.92 92,703.98 40,747.94 0.3053 0.00 40,747.94 0.00 
June 147,257.70 102,215.36 45,042.34 0.3059 0.00 45,042.34 0.00 
July 144,434.66 98,531.58 45,903.08 0.3178 0.00 45,903.08 0.00 
August 156,259.00 107,190.68 49,068.32 0.3140 0.00 49,068.32 0.00 
September 149,629.82 102,158.27 47,471.55 0.3173 0.00 47,471.55 0.00 
 
Totals $1,668,852.51 $1,179,436.40 $489,416.11  $(305.60) $489,110.51 $(688.26) 
 
 Reported Allowed   REIMBURSEMENT 
Meal Type Lunch Lunch Adjusted  RATE**  
Free 23,842 23,446 (396)                              X                        2.0900  $(827.64) 
Reduced 3,188 3,135 (53) X 1.6900 (89.57) 

 Base 3,104 3,053 (51) X .3275 (16.70) 
Total Meals 30,134 29,634 (500)   (933.91) 
 
STATE MEAL COMPENSATION    (396)  + (53) =      (449) X .1335 (59.94) 
Total Program Reimbursement (State and Federal) Overpaid -  Refund due the State $(993.85) 
 
Funds owed the State 
 
Funds Owed To The State From The Sponsor  $ (305.60) Footnotes: 
Funds Owed To The Sponsor From The Center(s)                  (688.26)                 ** Rate includes Cash-in-Lieu of Commodities 
Rounding Adjustment                           .01                  *  Includes Rounding Error  
Total Program Reimbursement Owed the State  $ (993.85) 
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Exhibit H
                          LITTLE COUNTRY SCHOOL 

                  Reconciliation of the Reported, Adjusted and Allowed Meals, Earned Reimbursements, and 
           Statement of Claim to the State Fiscal Year Ended June 30, 200X 

 
      Federal       7/1/99        State 
 Year Ended ELIMINATION THRU Fiscal 
 09/30/99 7/1/99-9/30/99

 
 9/30/99 

 
6/30/99 

   
$  
   

 

$ $ $
1,761,332 (140,333)

 
152,500 1,773,499

 1,762,326           (140,333)  153,200 1,775,193
     
     

994 (0) 700 1,694
     
     
     
     
  
  
  
 

(396) 0 0 (396)
(53) 0 0 (53)
(51) 0 0 (51)

(500) 0 0 (500)
  
                       0 0 (284) (284)
                        0                          0                   (39)                  (39)
                        0                         0                   (37)                  (37)
                       0
 

                       0 (360) (360)
$ (860) $ 0 $ (600) 

  
  

(1,460)
(74) 0 (65) (139)
(60) 0 (35) (95)

                  (994)                         0                 (700)             (1,694)
     
  

 

$             489,416 $          (122,354)  $            123,205 $            490,267
            489,110 (122,354)
 

         122,989           489,745

            STATEMENT OF CLAIM: 
sh 
              Reimbursement per Examination 

             Program Reimbursements Claims 
                  and Received 

              Amount Due From(To) Sponsor 

                  
           ADJUSTED MEALS: 

             Lunch(Oct/98): 
               Free 
              Reduced                           
ti             Base 
                  Total: 
            Breakfast(Aug./98):    
              Free 
              Reduced                           
ti             Base 
                  Total: 

T          General Reimbursement         
            Cash-in-Lieu               
e          State Meal Reimbursement 
                   Total Adjustment 
                    
            FUNDS RETAINED: 
              Funds Retained by Sponsor 
N          Allowed Funds Retained 
              Funds Owed to the State From the  
                   Sponsor 
              Funds Owed to the Sponsor From   (306) 0 (216) (522)



  
   

(688) 0 (484) (1,172)
(994) 0 (700) (1,694)

                                      
  
         

$                      48 $                         0 $                     50 $                     98
   
    
     

                   the Center(s) 
            Total Program Reimbursement 
              Owed the State 
             
            ADMINISTRATIVE COSTS: 

t               Adjusted income                         
en                                     
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Exhibit I 

 
 

 
LITTLE COUNTRY SCHOOL 

Statement of Monetary Claims and Questioned Costs 
Agreement No.:   xx-xxxx-x-M 

 
200X Child and Adult Care Food Program 

For the Period October 1, 200X to September 30, 200X 
 
 
 
 
 
 
 
 
 
Detail No.:   Description of Exception      Amount      
       $ 
       1    Finding X9-1      
 
       2    Finding X9-3        $ 



   
       3 
   
       4 
             _______ 

              
Total to be Collected from Agency/Reimbursed to Agency: 
                        $          :                          
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Exhibit J 
LITTLE COUNTRY SCHOOL 

Notes to the Schedules 
Agreement No.:   xx-xxxx-x-M 

 
200X Child and Adult Care Food Program 

For the Period October 1, 200X to September 30, 200X 
 



 
 
 
 
 
NOTE 1: GENERAL INFORMATION 
 
Little Country School (the Agency) was incorporated as a non-profit corporation in 1967 to provide educational programs for the care of children 
outside their homes.  The Agency has been granted tax-exempt status by the Internal Revenue Service under Section 501©(3) and California 
Franchise Tax Board under Section 23701(d).  The Agency is funded by the California Department of Education (CDE).  Also, the Agency receives 
funds from private donations.  This report includes an opinion only on the activity of the CACFP program.  The source of funding for the CACFP 
program is the United States Department of Agriculture and CDE.  
 
 
 
NOTE 2: CLAIM PREPARATION 
 

Fixed Percentage Claiming Method: 
 

The Fixed Percentage Claiming Method requires each Agency to accurately categorize and report the 
enrollment data by eligibility category (i.e. free, reduced-price and base) at least one time of the fiscal 
 year. The percentages established become the Agency's “fixed” percentage for the fiscal year. Meals 
claimed are reimbursed based on the calculated fixed percentages for each category.  The fixed  
percentages remain in effect for the entire fiscal year unless the Agency chooses to submit new  
enrollment data in order to adjust the percentages and maximize reimbursement.  However, an  
agency must submit new enrollment data during the year if (1) the agency adds a new site, (2) the  
average daily participation for the claim month exceeds the total enrollment previously reported, or  
(3) to correct a reporting error. 

 
The percentage for each category becomes the Agency's "fixed" percentage used to determine reimbursement for the fiscal year.  Meals 
claimed are reimbursed based on the calculated "fixed" percentages for each category. The percentages may be adjusted by the Agency to 
either accurately categorize or submit new enrollment data into free, reduced price, and base rate in order to maximize reimbursement should 
new facilities be added or others deleted.   
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Accountant's Letterhead 
 
 

 Report on Compliance and on Internal Control Over Financial Reporting   
Based on an Examination of the Statement of Claim Performed in 

Accordance With Government Auditing and Attestation Standards 
 
 

 
 
Board of Directors 
Little Country School 

 
We have examined the accompanying statement of claims for reimbursement submitted by Little Country School under the Child and Adult Care 
Food Program (CACFP) (Sponsor Agreement No. xx-xxxx-x-M) as summarized in the Statement of Claim for the period from October 1, 200X 
through September 30, 200X and have issued our report thereon dated November XX, 200X. We conducted our examination in accordance with the 
Statement of Standards of Attestation Engagements established by the American Institute of Certified Public Accountants and with generally 
accepted auditing standards; the standards applicable to financial audits contained in Government Auditing Standards issued by the Comptroller 
General of the United States and included tests of the program and accounting records prescribed by the Office of the Inspector General of the  
United States Department of Agriculture (OIG-USDA), as set forth in its Audit Guide for Audits of Child and Adult Care Food Program Institutions, 
No. 27029-2, dated February 18, 200X, for examinations of this program. 
 
Compliance 
 
As part of obtaining reasonable assurance about whether the Little Country School statement of CACFP claims for reimbursement as summarized in 
the Statement of Claim is free of material misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts 
and grants, noncompliance with which could have a direct and material effect on the determination of financial statement amounts.  However, 
providing an opinion on compliance with those provisions was not an objective of our examination  and, accordingly, we do not express such an 
opinion.  The results of our tests disclosed one instance of material noncompliance that is required to be reported under Government Auditing 
Standards which is described in the accompanying schedule of findings and questioned costs as items, X9-1. 
 
Internal Control Over Financial Reporting 
 
In planning and performing our examination, we considered Little Country School’s internal control over financial reporting in order to determine 
our examination procedures for the purpose of expressing our opinion on the Statement of Claim and not to provide assurance on the internal control 



over financial reporting.   However, we noted a certain matter involving the internal control over financial reporting and its operations that we 
consider to be a reportable condition.  Reportable conditions involve matters coming to our attention relating to significant deficiencies in the design 
or operation of the internal control over financial reporting that, in our judgment, could adversely affect Little Country School's ability to record, 
process, summarize and report financial data consistent with the assertions of management in the Statement of Claim.  A reportable condition is 
described in the accompanying schedule of findings and questioned costs as item, X9-2. 
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A material weakness is a condition in which the design or operation of one or more of the internal control components does not reduce to a relatively 
low level the risk that misstatements in amounts that would be material in relation to the Statement of Claim being examined may occur and not be 
detected within a timely period by employees in the normal course of performing their assigned functions.  Our consideration of the internal control 
over financial reporting would not necessarily disclose all matters in the internal control over financial reporting that might be material weaknesses 
and, accordingly, would not necessarily disclose all reportable conditions that are also considered to be material weaknesses.   
 
However, we do not believe the reportable condition described above is a material weakness.  We also noted other matters involving the internal 
control over financial reporting and compliance that we have reported to management of Little Country School in a separate letter dated November 
XX, 200X. 
 
This report is intended for the information of the audit committee, management and federal awarding agencies and pass-through entities and is not 
intended to be and should not be used by anyone other than those specified parties.  
 
 
 
Bean, Bean & Counter 
Certified Public Accountants 
 
 
November XX, 200X 
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  Accountant's Letterhead 
 
 

 Independent Accountant's Report on Compliance With Requirements Applicable  
to the Federal Program and on Internal Control Over Compliance and  

Financial Reporting in Accordance With the Program-Specific Audit Option  
Under OMB Circular A-133 and Attestation Standards Made as a Part  

of a Program-Specific Examination of the Statement of Claim 
 
 

Board of Directors 
Little Country School 
 
Compliance 

 
We have examined management's assertion about Little Country School's compliance with the types of compliance requirements described in the 
U.S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement that are applicable to the Child and Adult Care Food 
Program (CACFP) included in the accompanying statement of claims for reimbursement submitted by the Sponsor in Agreement No. xx-xxxx-x-M 



as summarized in the Statement of Claim is adequate to meet the criteria established by the Office of the Inspector General of the  United States 
Department of Agriculture (OIG-USDA), as set forth in its Audit Guide for Audits of Child and Adult Care Food Program Institutions, No. 27029-2,  
dated February 18, 200X.  Compliance with requirements of laws, regulations, contracts, and grants applicable to its major federal program is the 
responsibility of Little Country School's management.  Our responsibility is to express an opinion on Little Country School's  compliance based 
on our examination.  
 
We conducted our examination of compliance in accordance with generally accepted auditing standards; the standards applicable to financial audits 
contained in Government Auditing Standards, issued by the Comptroller General of the United States; OMB Circular A-133, Audits of States, Local 
Governments, and Non-Profit Organizations;  and the Statement of Standards of Attestation Engagements established by the American Institute of 
Certified Public Accountants and included tests of the program and accounting records prescribed by the Audit Guide for Audits of Child and Adult 
Care Food Program Institutions, No. 27029-2, issued by the Office of the Inspector General of the  United States Department of Agriculture (OIG-
USDA) for examinations of this program.  Those standards and OMB Circular A-133 require that we plan and perform the examination to obtain 
reasonable assurance about whether noncompliance with the types of compliance requirements referred to above that could have a direct and material 
effect on the CACFP occurred. An examination includes testing evidence about Little Country School's  compliance with those requirements and 
performing such other procedures as we considered necessary in the circumstances.  We believe that our examination provides a reasonable basis for 
our opinion.  Our examination does not provide a legal determination of Little Country School's  compliance with those requirements 
 
In our opinion, Little Country School 's assertion that it complied with the requirements referred to above that are applicable to its CACFP for the 
year ended September 30, 200X, is fairly stated , in all material respects.  However, the results of our examination procedures disclosed instances of 
noncompliance with those requirements, which are required to be reported in accordance with OMB Circular A-133 and which are described in the 
accompanying schedule of findings, and Questioned Costs as item X9-3. 
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Internal Control Over Compliance 
 
The management of Little Country School is responsible for  establishing and maintaining effective control over compliance with the requirements 
of laws, regulations, contracts, and grants applicable to federal programs. In planning and performing our examination, we considered Little 
Country School's internal control over compliance with requirements that could have a direct and material effect on its CACFP in order to determine 
our examination procedures for the purpose of expressing our opinion on compliance and to test and report on the internal control over compliance in 
accordance with OMB Circular A-133. 



 
We noted certain matters involving the internal control over compliance and its operation that we consider to be reportable conditions.  Reportable 
conditions involve matters coming to our attention relating to significant deficiencies in the design or operation of the internal control over 
compliance that, in our judgment, could adversely affect Little Country School's ability to administer a major federal program in accordance with 
the applicable requirements of laws, regulations, contracts, and grants.  Reportable conditions are described in the accompanying schedule of findings 
and questioned costs as item X9-4. 
 
A material weakness is a condition in which the design or operation of one or more of the internal control components does not reduce to a relatively 
low level the risk that noncompliance with the applicable requirements of laws, regulations, contracts, and grants that would be material in relation to 
a major federal program being examined may occur and not be detected within a timely period by employees in the normal course of performing their 
assigned functions. Our consideration of the internal control over compliance would not necessarily disclose all matters in the internal control that 
might be reportable conditions and, accordingly, would not necessarily disclose all reportable conditions that are also considered to be material 
weaknesses.  However, the reportable condition described above is considered to be a material weakness.   
 
We have also identified immaterial instances of noncompliance and internal control weaknesses that we have reported to the management 
of Little Country School in a separate letter dated November XX, 200X. 
 
This report is intended for the information of the audit committee, management and federal awarding agencies and pass-through entities and is not 
intended to be and should not be used by anyone other than those specified parties.  
 
Bean, Bean & Counter 
Certified Public Accountants 
 
November  XX, 200X 
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LITTLE COUNTRY SCHOOL 
Schedule of Findings, Questioned Costs and Recommendations 

 
Year Ended September 30, 200X 



 
 
 
 
 
 
 
A.  Summary of Accountant’s Results 
 
I.   Statement of Claim Examination   
 
1. The Independent Accountant’s Report on the Statement of Claim of Little Country School expressed an unqualified opinion. 
 
2. Internal Control over Financial Reporting:  

a. Reportable conditions were disclosed in the examination of the Statement of Claim.                          
b. One of the reportable conditions, in 2a above, was considered to be a material weakness. 
c. Non-compliance was disclosed and is material to the Statement of Claim.  

 
II.   Federal Award Examination 
 

The USDA Child and Adult Care Food Program, CFDA number, 10.558, passed-through CDE's Nutrition Services Division is considered a major 
program as a result of II.3 below. 

 
1. Internal Controls Over Major Programs: 
 

a. One material weaknesses was disclosed in the examination of the federal award. 
 
2. Two examination findings are reported in B.II, Findings and Questioned Costs, in accordance with  OMB Circular A-133, Section  510(a). 
 
3. Little Country School did not qualify as a low-risk auditee under OMB Circular A- 133, section 530. 
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LITTLE COUNTRY SCHOOL  
Schedule of Findings, Questioned Costs and Recommendations 

 
Year Ended September 30, 200X 

 
 
 
B.  Findings and Questioned Costs: 

         Questioned 
I.   Statement of Claim Examination                     Cost                   
Reportable Conditions 
 
Finding X9-1                    $  
 
Condition:  Our test of the …. 
We believe that this reportable condition is a material weakness.  An adjustment of $              was made to the Statement of Claim.  
 
Criteria: USDA regulation,                           ,  
 
 
Cause: Lack of proper  
 
 
Effect:  $ 
 
 
Recommendation: Implement procedures to  
 
 



Response: Management  
 
 
Finding X9-2             $ 
 
Condition:  Our test of …  
We do not believe that this reportable condition is a material weakness. 
 
Criteria: USDA regulation,                           , states that  
 
 
Cause: Lack of proper management oversight. 
 
 
Effect: $   
 
 
Recommendation: Implement procedures to  
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LITTLE COUNTRY SCHOOL 
Schedule of Findings,  Questioned Costs and Recommendations 

 
Year Ended September 30, 200X 

 
 
B.  Findings and Questioned Costs (continued): 
 
II.   Federal Award Program Examination       Questioned       
                Cost    : 
 
Finding X9-3   Eligibility                     $  
 
Condition: During our review of the eligibility records of the …  
We believe that this condition is a material weakness and a financial adjustment of $        was necessary. 
 



Criteria: USDA regulation,                           , states that  
 
 
Cause: Inadequate  
 
 
Effect: Population of          , or     %.  This represents $  
 
 
Recommendation: Periodic reviews should be made of the center's attendance records to ensure proper eligibility records for the  
 
Response: Management has implemented periodic review procedures for all  key staff.   
 
Finding X9-4           $  
 
Material Weakness 
 
Condition: Our review of the … 
We believe that this condition is a material weakness.  No financial adjustment was necessary. 
 
Criteria: USDA regulation,                           , states that the sponsor  
 
 
Cause:  
 
 
Effect:  
 
 
Recommendation: Implement improved  
 
 
Response: Management has implemented improved  
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LITTLE COUNTRY SCHOOL 

Schedule of Findings, Questioned Costs and Recommendations 



 
Year Ended September 30, 200X 

 
 

 
 
 
 
 
C.  Status of Prior Year Findings: 

  Questioned 
I.   Statement of Claim Examination                             Cost    :                

 
Reportable Conditions 
 

200X - Finding 1:           $  
 
Condition:  Our inspection of the  
We do not believe that this reportable condition is a material weakness.  
 
Criteria: USDA regulation,                           ,  
 
 
Cause: Lack of  
 
 
Effect: A total of $  
 
Recommendation: Implement procedures to monitor  
 
Response: The recommendation was implemented by management in November 200X.  No similar findings were noted in the 200X examination. 
 
 
 
II. Major Federal Award Programs Examination 
 
Material Weaknesses 

 
 



200X – None        $ None 
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LITTLE COUNTRY SCHOOL 
Management Letter 

 
Year Ended September 30, 200X 

 
 

                         
Board of Directors 
Little Country School 
 
In planning and performing our examination of the statement of claims for reimbursement submitted by Little Country School under the Child and 
Adult Care Food Program (CACFP) (Sponsor Agreement No. xx-xxxx-x-M) as summarized in the Statement of Claim as of, and for the year ended, 
September 30, 200X , we considered its internal controls and affect on compliance in order to determine our examination procedures  for the purpose 
of expressing our opinion on the aforementioned claims and to provide assurance on its accounting and management controls.  However, we noted 
certain matters involving the internal controls of Little Country School and its operation that we considered to be reportable conditions under 
standards established by the American Institute of Certified Public Accountants, and nonmaterial instances of noncompliance under criteria 
prescribed in the Audit Guide for Audits of Child and Adult Care Food Program Institutions, No. 27029-2, dated February 18, 200X, issued by the 
Office of the Inspector General of the  United States Department of Agriculture (OIG-USDA) for examinations of this program. Reportable 
conditions involve matters coming to our attention relating to significant deficiencies in the design and operation of the internal accounting and 
management controls, that in our judgment, could adversely affect the organization's ability to record, process, summarize, and report financial data 
consistent with the assertions of management in the statement of CACFP claims for reimbursement.      
 
The nonmaterial instances of noncompliance and internal control weaknesses are described as follows: 
 
1. …………. 
 
 



 
 
 
2. …………. 
 
 
 
 
The information contained in this report is intended for the information of the audit committee, management and federal awarding agencies and pass-
through entities and is not intended to be and should not be used by anyone other than those specified parties.  
 
 
 
Bean, Bean & Counter 
Certified Public Accountants 
 
November XX, 200X 
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XYZ Foundation, Inc. 
 

GENERAL INFORMATION 
 

June 30, 200X 
                                                                                                                                                              
 
 
 
1. Full official name of the agency . . . . . . . . . . . . . . .  XYZ Foundation, Inc. 
 
2. Program name and contract number:                          

 
     California Department of Education, Food Distribution Divison, U.S.D.A  
     Donated Food Commodities Program, Agreement No.  . . . . . . . . . . .Axxx-xx  

 
3. Type and Description of agency . . . . . . . . . . . . . . . . . . . . . . Tax-exempt, Nonprofit 

Corporation providing residential, educational, rehabilitational, and nutritional services to adult 
offenders, ex-offenders, and substance abusers, develops affordable housing, promotes 
economic developemnt and provides vocational training for people in need.  No tuition is 
charged and no salaries are paid to any member of XYZ Foundation, Inc. 

 
4. Address of agency headquarters . . . . . . . . . . .1000 N. Main Street 
                   Small Town, CA   9xxxx 
 
5. Names and address of Executive Director 

and name of Chief Executive Officer, Business 
Officer, or Accountant 

 
Executive Director . . . . . . . . . . . . . . .  Gina Anonymous   

  2000 S. Child Drive 
  Small Town, CA 9xxxx 

 
Business Officer . . . . . . . . . . . . . . . . . . . . . . Joe McNice 

 
6. Telephone number . . . . . . . . . . . . . . . . . . . . . . . . . . .(916) 555-1212 
 
7. Period covered by examination . . . . . . . . . July 1, 200X   through June 30, 200X 
 
8. Number of days of agency operation . . . . . . . . . . . . 365 days 
 
9. Scheduled hours of operation each day . . . . . . . . . .  24 hours a day 
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 Accountant's Letterhead 
 
 Independent Accountant's Report  
 
 
 
 
 
 
 
Board of Directors 
XYZ Foundation, Inc. 
 
We have examined XYZ Foundation, Inc.'s (Foundation) Food Distribution Program (FDP) (Sponsor 
Agreement No. Axxx-xx ) Statement of FDP Inventory, as of June 30, 200X, and for the period from July 1, 
200X through June 30, 200X.  
 
Our examination was made in accordance with the Statement of Standards of Attestation Engagements 
established by the American Institute of Certified Public Accountants and with generally accepted auditing 
standards; the standards applicable to financial audits contained in Government Auditing Standards issued by 
the Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local Governments, 
and Non-Profit Organizations and included tests of the program and accounting records prescribed by the 
Office of the Inspector General of the  United States Department of Agriculture (OIG-USDA), as set forth in its 
Audit Guide for Audits of Child and Adult Care Food Program Institutions, No. 27029-2, dated February 18, 
1999, and the California Department of Education's (CDE) Child Nutrition and Food Distribution Division's 
(CNFDD) Commodity Administrative Manual, for examinations of this program.  
 
In our opinion, the Statement of FDP Inventory referred to above presents fairly, in all material respects, the 
amount of inventory of U.S.D.A Donated Food Commodities of the Foundation as of June 30, 200X and the 
changes in its inventory for the period from July 1, 200X to June 30, 200X under the U.S.D.A Donated Food 
Commodities Program in conformity with the terms of applicable agreements and those provisions of federal 
law and regulations governing the FDP and generally accepted accounting principles. 
 
In accordance with Government Auditing Standards, we have also issued our report dated September XX, 
200X, on our consideration of the Foundation's internal control over financial reporting and our tests of FDP 
compliance with certain provisions of laws, regulations, contacts and grants. 
 
 
 
Bean, Bean & Counter 
Certified Public Accountants 
 
 
September XX, 200X 
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Schedule  A 

 
 

XYZ  Foundation, Inc. 
 

Statement of FDP Inventory 
 

as of and for the year ended June 30, 200X 
 
 
 
Agreement No.:  Axxx-xx        Meals Served Daily                      :     

 
 
 
 
 

                                                                                         

Item    
No. : 

 
 

  Commodity and Pack :      

 
 

  Beginning Inventory 
Perpetual:     Physical:     

*   
Received:     Issued   :  

 
 

Ending Inventory 
Perpetual:      Physical:    Difference :   

N

W
  $                   $  $ $ $                     $ $ 
            
       
                    
                    
                  
                     
       
                       
                     
                       
                
                     
                       
          
              
            
            

  
 

     

           
 

                          
 

  
 
                             

    

            
Total:   

 
  

 
$        1,860     $         900   

 
$     54,424 

 
$    38,424 

 
$    17,860      $     15,252 

 
$        2,608 

 
 
 
 
Required Disclosure: 
 
A sample of items from the above commodities was randomly selected, tested, and complied materially with  
the requirements of the maximum six (6) month supply retention policy of the Food Distribution Program.  

 
* - USDA's assessed value at the time of receipt based on the bills of lading at delivery. 
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 Accountant's Letterhead 
 
 
 

Independent Accountant's Report on Supplementary Information - 
Schedule of Federal Commodities Contributions and Expenditures 

 
 

 
 
 
Board of Directors 
XYZ Foundation, Inc. 
 
We have examined the Statement of FDP Inventory (Financial Statement) of XYZ Foundation, Inc. 
(Foundation), for the year ended June 30, 200X, and have  issued our report dated September XX, 200X.  
 
We conducted our examination in accordance with the Statement of Standards of Attestation Engagements 
established by the American Institute of Certified Public Accountants and with generally accepted auditing 
standards; the standards applicable to financial audits contained in Government Auditing Standards issued by 
the Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local Governments, 
and Non-Profit Organizations and included tests of the program and accounting records prescribed by the 
Office of the Inspector General of the  United States Department of Agriculture (OIG-USDA), as set forth in its 
Audit Guide for Audits of Child and Adult Care Food Program Institutions, No. 27029-2, dated February 18, 
1999 and the California Department of Education's (CDE) Child  Nutrition and Food Distribution Division's 
(CNFDD) Commodity Administrative Manual.  
 
Our examination was made for the purpose of forming an opinion on the Statement of FDP Inventory of the 
Foundation taken as a whole.  The accompanying Schedule of Federal Commodities Contributions and 
Expenditures (page A2.2-5) and supplementary information on page A2.2-6 is presented for purposes of 
additional analysis and is not a required part of the Statement of FDP Inventory.  The information in these 
schedules has been subjected to the examination procedures applied in the examination of the Statement of FDP 
Inventory and, in our opinion, is fairly stated in all material respects, in relation to the Statement of FDP 
Inventory taken as a whole.   
 
 
 
Bean, Bean & Counter 
Certified Public Accountants 
 
 
September XX, 200X 
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XYZ  Foundation, Inc. 
SCHEDULE  OF  FEDERAL  COMMODITIES  CONTRIBUTIONS  AND  EXPENDITURES 

For the Year Ended June 30, 200X 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Federal Grantor/ 
Pass Through Grantor/ 
Program Title: 

 
 

CFDA 
 Number:  

Pass-
Through 

Grantor’s 
 Number:   

 
 Program 
 or Award  
  Amount :   

 
 

Revenue 
 Recognized:   

 
 

Disbursements
/Expenditures:   

 
 

 Ending     
 Inventory:    

    $ $    $ $ 
       
U. S. Department of Agriculture:       
 
  Pass-through California Department of    
  Education's Nutrition Services Division  

      

                      
               Food Distribution (1) 10.558 Axxx-xx          54 424            54,424            39,172           15,252   
       
       
       
       
       
Total Commodities Contributions   $       54,424   $         54,424 $          39,172     $     15,252  

 
 
 

       
       

 
 
(1) - USDA Donated Food Commodities, CFDA number 10.550, is included in CACFP's nutrition cluster, CFDA number 10.558 of 

   OMB Circular A-133 Compliance Supplement. 
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 XYZ  Foundation, Inc. 
 NOTES  TO  SCHEDULES  
 Year  Ended  June  30, 200X 
 
 
 
 
NOTE 1:   GENERAL INFORMATION 
 
XYZ  Foundation, Inc. (the Sponsor) was incorporated as a charitable nonprofit corporation in 1967 to provide 
residential, educational, rehabilitational, and nutritional services to adult offenders, ex-offenders, and substance 
abusers, develops affordable housing, promotes economic development and provide vocational training for 
people in need. provide educational programs for the care of children outside their homes.  It has been granted 
tax-exempt status by the Internal Revenue Service under Section 501(c)(3) and California Franchise Tax Board 
under Section 23701 (d).  The Sponsor is both publicly and privately funded having an agreement with the 
California Department of Education (CDE) Nutrition Services Division's Food Distribution Program (FDP), and 
County Rehabilitation Program.  The Sponsor is not a recipient of Child Care and Adult Care Food Program 
(CACFP) funding. Also, the Sponsor receives funds from private donations.  This report includes an opinion 
only on the activity of the Food Distribution Program (FDP).  The source of funding for the FDP is the United 
States Department of Agriculture (USDA) and CDE. 
 
NOTE 2:   SIGNIFICANT ACCOUNTING POLICIES 
 
BASIS OF ACCOUNTING - The supplementary Schedule of Federal Commodities Contributions is prepared 
on the accrual basis of accounting.  Revenues shown involve no cash awards to the Sponsor.   All awards 
received were donated food from the USDA.  Revenues are recognized as the donations are received by the 
Sponsor, and are recorded at the values provided by USDA.   Expenditures are recognized when donated food is 
consumed.  Unused donations are recorded as inventory, valued on a first-in, first-out basis. 
 
NOTE 3:   COMMODITY VALUATION 
 
In accordance with the USDA, the fair market value of donated food commodities based on the assessed value 
of commodities from the sponsor's receipt of delivery bills of lading from the warehouse shipper.  
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Accountant's Letterhead 
 
 
 
 

 Report on Compliance and on Internal Control Over Financial   
Reporting Based on an Examination of the Statement of FDP Inventory  

Performed in Accordance With Government Auditing and Attestation Standards 
 
 

 
Board of Directors 
XYZ Foundation, Inc. 

 
We have examined XYZ Foundation, Inc.'s (Foundation) Food Distribution Program (FDP) (Sponsor 
Agreement No. Axxx-xx ) Statement of FDP Inventory for the period from July 1, 200X through June 30, 200X 
and have issued our report thereon dated September XX, 200X. We conducted our examination in accordance 
with the Statement of Standards of Attestation Engagements established by the American Institute of Certified 
Public Accountants and with generally accepted auditing standards; the standards applicable to financial audits 
contained in Government Auditing Standards issued by the Comptroller General of the United States and OMB 
Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations and included tests of the 
program and accounting records prescribed by the Office of the Inspector General of the  United States 
Department of Agriculture (OIG-USDA), as set forth in its Audit Guide for Audits of Child and Adult Care 
Food Program Institutions, No. 27029-2, dated February 18, 1999 and the California Department of Education's 
(CDE) Nutrition Services Division's (NSD) Commodity Administrative Manual. 
 
Compliance 
 
As part of obtaining reasonable assurance about whether the Foundation's Statement of FDP Inventory 
(financial statement) is free of material misstatement, we performed tests of its compliance with certain 
provisions of laws, regulations, contracts and grants, noncompliance with which could have a direct and 
material effect on the determination of financial statement amounts.  However, providing an opinion on 
compliance with those provisions was not an objective of our examination  and, accordingly, we do not express 
such an opinion.  The results of our tests disclosed instances of noncompliance that are required to be reported 
under Government Auditing Standards which are described in the accompanying schedule of findings and 
questioned costs as items, 200X-1, 200X-2,  200X-4 and 200X-5. 
 
Internal Control Over Financial Reporting 
 
In planning and performing our examination, we considered the Foundation's internal control over financial 
reporting in order to determine our examination procedures for the purpose of expressing our opinion on the 
Financial Statement and not to provide assurance on the internal control over financial reporting.   However, we 
noted a certain matter involving the internal control over financial reporting and its operations that we consider 
to be a reportable condition.  Reportable conditions involve matters coming to our attention relating to 
significant deficiencies in the design or operation of the internal control over financial reporting that, in our 
judgment, could adversely affect the Foundation's ability to record, process, summarize and report financial data 
consistent with the assertions of management in the Financial Statement.  A reportable condition is described in 
the accompanying schedule of findings and questioned costs as item, 200X-3. 
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A material weakness is a condition in which the design or operation of one or more of the internal control 
components does not reduce to a relatively low level the risk that misstatements in amounts that would be 
material in relation to the Financial Statement being examined may occur and not be detected within a timely 
period by employees in the normal course of performing their assigned functions.  Our consideration of the 
internal control over financial reporting would not necessarily disclose all matters in the internal control over 
financial reporting that might be material weaknesses and, accordingly, would not necessarily disclose all 
reportable conditions that are also considered to be material weaknesses.  We believe the reportable conditions, 
200X-3 and 200X-4 described above, are material weaknesses.  We also noted other matters involving the 
internal control over financial reporting that we have reported to management of the Foundation in a separate 
letter dated September XX, 200X. 
 
This report is intended for the information of the audit committee, management and federal awarding agencies 
and pass-through entities and is not intended to be and should not be used by anyone other than those specified 
parties.  
 
 
 
Bean, Bean & Counter 
Certified Public Accountants 
 
 
September XX, 200X 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 

A2.2-8 
 



 
 
 Acccountant's Letterhead 

 
 

 Independent Accountant's Report on Compliance With Requirements Applicable to the    
Federal Program and on Internal Control Over Compliance and Financial Reporting in Accordance  

With the Program-Specific Audit Option Under OMB Circular A-133 and Attestation Standards   
Made as a Part of a Program-Specific Examination of the Statement of FDP Inventory 

  
 

 
 

 
Board of Directors 
XYZ Foundation, Inc. 

 
We have examined management's assertion included in the accompanying Statement of FDP 
Inventory(Financial Statement) under the Food Distribution Program (FDP) (Sponsor Agreement No. Axxx-xx 
) that XYZ Foundation, Inc.'s (Foundation) internal control over financial reporting  as of June 30, 200X is 
adequate to meet the criteria established by the Office of the Inspector General of the  United States Department 
of Agriculture (OIG-USDA), as set forth in its Audit Guide for Audits of Child and Adult Care Food Program 
Institutions, No. 27029-2,  dated February 18, 1999, and California Department of Education's (CDE) Nutrition 
Services Division's(NSD) Commodity Administrative Manual.  Management is responsible for maintaining 
internal control over financial reporting.  Our responsibility is to express an opinion on whether the internal 
control is adequate to meet such criteria based on our examination. 
 
We conducted our examination in accordance with the Statement of Standards of Attestation Engagements 
established by the American Institute of Certified Public Accountants and with generally accepted auditing 
standards; the standards applicable to financial audits contained in Government Auditing Standards issued by 
the Comptroller General of the United States and OMB Circular A-133, Audits of States, Local Governments, 
and Non-Profit Organizations and included tests of the program and accounting records prescribed by the OIG-
USDA 's  Audit Guide for Audits of Child and Adult Care Food Program Institutions, No. 27029-2 and CDE 
NSD's Commodity Administrative Manual for examinations of this program.  Those standards require that we 
plan and perform the examination to obtain reasonable assurance about whether the Statement of FDP Inventory 
complied with laws and regulations, noncompliance with which would be material to the FDP.  
 
In planning and performing our examination for the year ended June 30, 200X, we considered the Foundation's 
FDP internal control system in order to determine our examination procedures for the purpose of expressing our 
opinion on the FDP internal control system.  This report addresses our consideration of the FDP internal control 
policies and procedures relevant to compliance with requirements applicable to the FDP. 
 
The objectives of the internal control system used in administering the FDP are to provide management with 
reasonable, but not absolute, assurance that, with respect to the FDP, resource use is consistent with laws, 
regulations, and policies; resources are safeguarded against waste, loss, and misuse; and reliable data are 
obtained, maintained, and fairly disclosed in reports.  Because of inherent limitations in any system of internal 
accounting and administrative controls used in administering the FDP, errors or irregularities may nevertheless 
occur and not be detected.   Also, projection of any evaluation of the internal control system to future periods is 
subject to the risk that procedures may become inadequate because of changes in conditions or that the degree 
of compliance with the procedures may deteriorate. 
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For the purpose of this report, we have classified the significant internal accounting controls for the FDP in the 
following categories: 
 
Accounting Applications 
 
Administrative Budgets  Payroll and Personnel 
Revenue and Receipts  Purchases and Disbursements 
 
We have also classified the significant internal administrative controls as they relate to the following 
compliance requirements:  
  
Activities Allowed or Disallowed     Reporting 
Eligibility          Subrecipient Monitoring 
Period of Availability of Federal Funds    Special Tests and Provisions 
 
For all of the FDP internal control system categories listed above, we obtained an understanding of the design 
of relevant policies and procedures and determined whether they have been placed in operation, and we 
assessed the control risk. 
 
We understand that the Foundation considers the controls over financial reporting that meet the criteria referred 
to in the first paragraph of this report adequate for its purpose. In our opinion, based on this understanding and 
our examination, management's assertion that, except for the effect of the material weakness described in this 
report, Foundation maintained effective internal control over financial reporting, as of June 30, 200X, is fairly 
stated, in all material respects, based upon the criteria established by the OIG and NSD. 
 
As discussed in management's assertion, material weaknesses exist in the design or operation of the internal 
control of Foundation in effect at June 30, 200X.  All  material weaknesses that we found are identified, as 
items 200X-3 and 200X-4, in the accompanying Schedule of Findings, Questioned Costs, and 
Recommendations.  A material weakness is a condition that precludes the entity's internal control from 
providing reasonable assurance that material misstatements in the Financial Statement will be prevented or 
detected on a timely basis.  
 
We have also identified immaterial instances of noncompliance and internal control weaknesses that we have 
reported to the management of Foundation in a separate letter dated September XX, 200X. 
 
These conditions were considered in determining the nature, timing, and extent of examination tests applied in 
our examination of the 200X  Statement of FDP Inventory, and this report does not affect our report dated, 
September XX, 200X on these claims for reimbursement. 
 
This report is intended for the information of the audit committee, management and federal awarding agencies 
and pass-through entities and is not intended to be and should not be used by anyone other than those specified 
parties.  
 
 
Bean, Bean & Counter 
Certified Public Accountants 
 
September XX, 200X 
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XYZ Foundation, Inc. 
Schedule of Findings, Questioned Costs and Recommendations 

 
Year Ended June 30, 200X 

 
 
 
 
 
A.  Summary of Accountant’s Results 
 
I.   Examination of Statement of FDP Inventory 
 
1. The Independent Accountant’s Report on the Statement of FDP Inventory(Financial Statement) of XYZ 

Foundation, Inc.(Sponsor) expressed an unqualified opinion. 
 
2. Internal Control over Financial Reporting:  

a. Reportable conditions were disclosed in the examination of the Statement of FDP Inventory.                          
b. Reportable condition, 200X-3 in 2a above, is considered to be a material weakness. 
c. Non-compliance was disclosed but was not material to the Financial Statement.  

 
II.   Examination of Federal Award 
 

The USDA Donated Food Commodities Program, CFDA number, 10.550, is passed-through CDE's 
Nutrition Services Division and is included in the Child and Adult Care Food Program's(CACFP) CFDA 
number 10.558, nutrition cluster of OMB Circular A-133 Compliance Supplement.  

 
1. Internal Controls Over Federal Programs: 
 

a. Two reportable conditions were disclosed in the examination of the federal award. 
 

b. One of the reportable conditions, in 1a above, is reported as a material weakness. 
 
2. XYZ Foundation, Inc. qualified as a low-risk auditee under OMB Circular A- 133, Section 530. 
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XYZ Foundation, Inc. 
Schedule of Findings, Questioned Costs and Recommendations 

 
Year Ended June 30, 200X 

 
 
 
B.  Findings and Questioned Costs: 

  Questioned 
I.   Examination of Statement of FDP Inventory              Cost       
            
Reportable Conditions 
 
Finding 200X-1 Excessive and Old Six-Month Inventory Supply       $ 2,158 
 
Condition:  Our test of the Sponsor's Annual Inventory Report to the perpetual inventory records and 
random inspections of the commodity storage facilities indicated donated food items with storage periods in 
excess of the six-month retention period.  We do not believe that this reportable condition is a material 
weakness. 
 
Criteria: USDA regulation, 7CFR Part 250-14(f), prohibits agencies from storing more than a six-month 
supply of any donated food item. 
 
Cause: Lack of proper rotation and transfer of donated food items by management. 
 
Effect: A total of $2,158 in commodity losses was reported to the FDP as a result of the above unusable food 
items.  It was determined, as a result of the review of the commodity loss claims by the FDP commodity 
consultant, that the Sponsor was responsible for these losses and that it must either pay the current USDA fair 
market value to the Food Distribution Service (FDS) for the donated food, or replace the food. 
 
Recommendation: Implement procedures to monitor commodity storage facilities for six-month retention 
cycle. 
 
Response: Halfway house Manager has not yet implemented these procedures due to problems in perpetual 
inventory record keeping.   
 
Finding 200X-2 Unallowable Use        $ 450 
 
Condition:  Our test of the perpetual inventory records indicated an instance of commodity usage not for 
meals served to eligible individuals. These commodities were used for fund-raising activities ran by the 
inmates.  We do not believe that this reportable condition is a material weakness.  
 
Criteria: USDA regulation, 7CFR Part 250.15(a)(3) and Part 250.15 (f)(2).  
 
Cause: Lack of proper management oversight. 
 
Effect: Perpetual inventory records indicated $ 450 of usage for the fund-raising event. 
 
Recommendation: Implement procedures to restrict inventory usage to meal production. 
 
Response: Management has agreed to implement these procedures. 
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XYZ  Foundation, Inc. 
Schedule of Findings, Questioned Costs and Recommendations 

 
Year Ended June 30, 200X 

 
 
 
B.  Findings and Questioned Costs (continued): 
                       Questioned 
I.   Examination of Statement of FDP Inventory                  Cost     :      
 
Finding 200X-3 Overstatement of Physical Inventory              $ 4,696  
 
Condition:  Our inventory testing indicated that the Foundation's June 30, 200X physical inventory 
overstated all food received through USDA FDP and on-hand at that time.  We believe that this reportable 
condition is a material weakness.  
 
Criteria: USDA regulation, 7CFR Part 250.14(d)(3) and Part 250.14 (d)(8).  
 
Cause: The overstatement was due in part to the incorrect inclusion of 200X revenues with 200X revenues, and 
in part to a counting error of inventory on hand at June 30, 200X. 
 
Effect: The overstatement was $ 4,696. 
 
Recommendation: The Foundation should track each fiscal year's receipts and usage separately. In addition, 
the Foundation should use two teams to perform separate, independent counts of USDA donated food inventory 
on hand.  Reconciliations of those counts should then be performed in order to reduce the probability of such 
errors. 
 
Response: The $4,696 error was subsequently identified and corrected by management. 
 
 
II. Examination of Federal Award Program                    
 
Reportable Conditions 
                   
Finding 200X-4   Eligibility                      $ 9,606 
 
Condition: During our review of the eligibility records of the total inmate population, we found that the 
institution's feeding program was not large enough to permit participation by a majority of the total inmate 
population for a minimum of ten (10) hours per week, per participating inmate.  In addition, we found that there 
was no documentation in the institution's records supporting the required written statement from either the 
administrator or responsible official certifying that a majority of the total inmate population is eligible to 
participate at least ten (10) hours per week in rehabilitative programs. We believe this reportable condition is a 
material weakness.  
 
Criteria: USDA regulation, 7CFR Part 250.41, Part 250.13(e) and Part 250.15(c), state the eligibility, 
quantities and use requirements for USDA-donated foods. 
 
Cause: Lack of certifying documentation on the total inmate population and incorrect determination of the 
average number of meals served daily to needy persons by management. 
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XYZ  Foundation, Inc. 
Schedule of Findings, Questioned Costs and Recommendations 

 
Year Ended June 30, 200X 

 
 
B.  Findings and Questioned Costs (continued): 
                      Questioned 
II.   Examination of Federal Award Program                   Cost    : 
 
Reportable Conditions 
 
Finding 200X-4   Eligibility (continued)                      
 
Effect: The total inmate population was not eligible to receive USDA-donated food. As a result, the number of 
needy persons being served was overstated based on FDP's formula.  It was estimated that about 25 percent of 
the total inmate population was ineligible resulting in $ 9,606 of liability.  The Foundation at the option of FDP 
shall either replace the donated food in its distribution program in kind, or pay to FDP the value of the donated 
food as determined by the FDP.  
 
Recommendation: Periodic reviews should be made of the Foundation's records to ensure that eligibility, 
attendance and certifications of the total inmate population are properly documented and maintained by 
management. 
 
Response: Management has implemented periodic review procedures for all key staff, and FDP has requested 
the Foundation to replace $ 9,606 of fair market value of donated food in its distribution program.   
 
Finding 200X-5 Untimely Return of Bills of Lading/Unreported Discrepancies   - None 
- 
 
Condition: Our review of the receiving records indicated several instances where the signed copy 3 of the bill 
of lading was not returned to the FDP distribution center within 60 days following the invoice date. There were 
several instances where damaged commodities and short shipments of commodities were neither notated on the 
carrier's receipt form nor on Copy 3 of the FDS bill of lading.  We do not believe that this reportable condition 
is a material weakness. 
 
Criteria: USDA regulation, 7CFR Part 250.13, and Chapter IV, Delivery and Receipt of Commodities of 
CDE's NSD's Commodity Administrative Manual, states that the sponsor or agency must confirm the receipt of 
the USDA-donated commodities by signing and returning the agency copy (Copy 3) of the bill of lading to the 
FDP distribution center within 60 days of the invoice date.  The agency is held responsible for the value of any 
lost or damaged USDA-donated commodities. 
 
Cause: Inadequate receiving procedures. 
 
Effect: The possible suspension of the agency from further participation in the FDP. 
 
Recommendation: Implement improved receiving procedures to ensure that all FDP invoices and carrier's 
receipt form are matched to Copy 3 of the FDP bill of lading and returned to the FDP distribution center within 
60 days of the invoice date. 
 
Response: Halfway house Manager has implemented improved receiving procedures for all key staff.   
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XYZ Foundation, Inc. 
Schedule of Findings, Questioned Costs and Recommendations 

 
Year Ended June 30, 200X 

 
 

 
C.  Status of Prior Year Findings: 

          Questioned 
I. Examination of Statement of FDP Inventory               Cost           

 
Reportable Conditions 
 

200X - Finding 1:  Improper Storage Procedures/Disallowed Commodity Loss Claim  $ 3,008 
 
Condition:  Our inspection of the agency's commodity storage facilities indicated improper storage 
procedures, as follows: 
 
1. Spoilage 
2. USDA-donated foods are not readily identifiable. 
3. Foods are stored on the floor and against the walls without proper ventilation. 
4. Opened sacks of dry commodities. 
5. Lack of current health inspection certificate. 
 
We believe that this reportable condition is a material weakness.  There was an adjustment of this amount to the 
Statement of FDP Inventory.  
 
Criteria: USDA regulation, 7CFR  Part 250.13(e)(1) and  Part 250.14(a)                          ,  
 
Cause: Lack of proper storage standards and procedures. 
 
Effect: A total of $ 3,008 in commodity losses was reported to the FDP as a result of the above unusable food 
items.  It was determined, as a result of the review of the commodity loss claims by the FDP commodity 
consultant, that the agency was responsible for these losses and that it must pay the current USDA fair market 
value to the FDS for the donated food or replace the food. 
 
Recommendation: Implement procedures to monitor commodity storage facilities for six-month retention 
cycle procedures. 
 
Response: The recommendation was implemented by management in November 200X.  No similar findings 
were noted in the 200X examination. 
 
II. Examination of Federal Award Program 
 
Reportable Conditions 

 
 
200X – None              
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XYZ Foundation, Inc. 
Management Letter 

 
Year Ended June 30, 200X 

 
 

 
 

                         
Board of Directors 
XYZ  Foundation, Inc. 
 
In planning and performing our examination of XYZ  Foundation, Inc.'s (Foundation) Food Distribution 
Program (FDP) (Sponsor Agreement No. Axxx-xx) Statement of FDP Inventory as of June 30, 200X and the 
changes in its inventory for the period from July 1, 200X to June 30, 200X, we considered its internal controls 
and affect on compliance in order to determine our examination procedures  for the purpose of expressing our 
opinion on the Statement of FDP Inventory and to provide assurance on its accounting and management 
controls.  However, we noted certain matters involving the internal controls of the Foundation and its operation 
that we considered to be reportable conditions under standards established by the American Institute of 
Certified Public Accountants, and nonmaterial instances of noncompliance under criteria prescribed by the 
Office of the Inspector General of the  United States Department of Agriculture (OIG-USDA), as set forth in its 
Audit Guide for Audits of Child and Adult Care Food Program Institutions, No. 27029-2, dated February 18, 
1999, and California Department of Education's (CDE) Nutrition Services Division's(NSD) Commodity 
Administrative Manual for examinations of the FDP.  Reportable conditions involve matters coming to our 
attention relating to significant deficiencies in the design and operation of the internal accounting and 
management controls, that in our judgment, could adversely affect the organization's ability to record, process, 
summarize, and report financial data consistent with the assertions of management in the Statement of FDP 
Inventory.      
 
The nonmaterial instances of noncompliance and internal control weaknesses are described as follows: 
 
1. …………. 
 
 
 
 
2. …………. 
 
 
 
 
The information contained in this report is intended for the information of the audit committee, management 
and federal awarding agencies and pass-through entities and is not intended to be and should not be used by 
anyone other than those specified parties.  
 
Bean, Bean & Counter 
Certified Public Accountants 
 
September XX, 200X 
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XYZ  Child Development, Inc. 
School Nutrition Program 

GENERAL INFORMATION 
 

June 30, 200X 
                                                                                                                                                              
 
 
 
 
 
1. Full official name of the agency . . . . . . . . . . . . . . .  XYZ  Child Development, Inc. 
 
2. Program name and agreement number:                          

 
     California Department of Education, School Nutrition Program,  
     Agreement No.  . . . . . . . . . . .xx-xxxxx-xxxxxxx-xx  

 
3. Type and Description of agency . . . . . . . . . . . . . . . . . . . . . . Tax-exempt, Nonprofit corporation 

providing educational programs for the care of children outside their homes. 
 
4. Address of agency headquarters . . . . . . . . . . .1000 N. Main Street 
                   Small Town, CA   9xxxx 
5. Names and address of Executive Director 

and name of Chief Executive Officer, Business 
Officer, or Accountant 

 
Executive Director . . . . . . . . . . . . . . .  Gina Anonymous   

  200X S. Child Drive 
  Small Town, CA 9xxxx 

 
Business Officer . . . . . . . . . . . . . . . . . . . . . . Joe McNice 

 
6. Telephone number . . . . . . . . . . . . . . . . . . . . . . . . . . .(916) 555-1212 
 
7. Period covered by examination . . . . . . . . . July 1, 200X through June 30, 200X 
 
8. Number of days of agency operation . . . . . . . . . . . . 250 days 
 
9. Scheduled hours of operation each day . . . . . . . . . .  7:00 a.m to 6:00 p.m 
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 Auditor’s Letterhead 
 
 Independent Auditor's  Report  
 
 
 
 
 
 
 
Board of Directors 
XYZ Child Development, Inc. 
 
We have audited the accompanying statement of claims for reimbursement submitted by XYZ Child 
Development, Inc. under the School Nutrition Program (SNP) (Sponsor Agreement No. xx-xxxxx-xxxxxxx-xx) as 
summarized in the Statement of Claim for the period from July 1, 200X through June 30, 200X.  
 
We conducted our audit in accordance with generally accepted auditing standards; the standards applicable to 
financial audits contained in Government Auditing Standards issued by the Comptroller General of the United 
States and OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations. Those 
standards and OMB Circular A-133 require that we plan and perform the audit to obtain reasonable assurance 
about whether the Statement of Claim is free from material misstatement.  An audit includes examining , on a test 
basis, evidence supporting the amounts and disclosures in the Statement of Claim.  An audit also includes 
assessing the accounting principles used and the significant estimates made by management, as well as evaluating 
the overall presentation of the Statement of Claim.  We believe that our audit provides a reasonable basis for our 
opinion. 
  
In our opinion, the aforementioned claims present fairly, in all material respects, the number of meals and/or 
supplements eligible for SNP reimbursement for the period July 1, 200X through June 30, 200X. 
 
In accordance with Government Auditing Standards, we have also issued our report dated September XX, 200X, 
on our consideration of XYZ Child Development, Inc.'s internal control over financial reporting and our tests of  
SNP compliance with certain provisions of laws, regulations, contracts and grants. 
 
 
 
Bean, Bean & Counter 
Certified Public Accountants 
 
 
September XX, 200X 
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XYZ  Child Development, Inc. 
 

STATEMENT  OF  CLAIM 
 

Agreement No.:  xx-xxxxx-xxxxxxx-xx 
19X9 School Nutrition Program 

For the Period July 1, 200X to June 30, 200X 
 
 
            Breakfast  Lunch   Milk    
School Nutrition Program:      Program  Program Program      
            $  $  $ 
 Reimbursement Per Audit        320,557    651,724     11,395 
      (Supported by Exhibits A to C) 
 
 Program Reimbursements Claims and Received     368,500    716,924     13,105                  
                                                                                                         
School Nutrition Program: 
Amount Due To (From) Sponsor       (47,943)           (65,200)            (1,710)          
 
 
State Meal Compensation: 
 
 Reimbursement Per Audit        36,214     45,081 
      (Supported by Exhibits A to C) 
 
 Program Reimbursements Claims and Received     40,004    51,782                      
 
State Meal Compensation: 
Amount Due To (From) Sponsor       (3,790)            (6,701)         
  
 
 Amount Due From Sponsor(overpayment):       $(125,314)                  
 
 Amount Due To Sponsor, underpayment        $       0          
 
 
 
 
 
Footnotes: 
 
Should also include income that accrued to the program. 
 
A footnote should reflect if the SNP claims for reimbursement have been paid or not. 
 
Should also include revised claims. 
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 Auditor's Letterhead 
 
 
 
 

Independent Auditor' s Report on Supplementary Information - 
 

 
 

 
 
 
Board of Directors 
XYZ Child Development, Inc. 
 
We have audited the accompanying statement of claims for reimbursement submitted by XYZ Child 
Development, Inc. under the School Nutrition Program (SNP) (Sponsor Agreement No. xx-xxxxx-xxxxxxx-xx) as 
summarized in the Statement of Claim for the period from July 1, 200X through June 30, 200X, and have  issued 
our report dated September XX, 200X.  
 
We conducted our audit in accordance with generally accepted auditing standards; the standards applicable to 
financial audits contained in Government Auditing Standards issued by the Comptroller General of the United 
States; and OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations. Those 
standards and OMB Circular A-133 require that we plan and perform the audit to obtain reasonable assurance 
about whether the Statement of Claim is free from material misstatement.  An audit includes examining , on a test 
basis, evidence supporting the amounts and disclosures in the Statement of Claim.  An audit also includes 
assessing the accounting principles used and the significant estimates made by management, as well as evaluating 
the overall presentation of the Statement of Claim.  We believe that our audit provides a reasonable basis for our 
opinion. 
 
Our audit was made for the purpose of forming an opinion on the aforementioned SNP claims of XYZ Child 
Development, Inc. taken as a whole. The accompanying supplementary information in Exhibits A through D is 
presented on pages A2.3-5 through A2.3-8 for purposes of additional analysis and is not a required part of the 
Statement of Claim.  The information in those exhibits has been subjected to the examination procedures applied in 
the examination of the Statement of Claim and, in our opinion, is fairly stated in all material respects, in relation to 
the SNP claims for reimbursement as summarized in the Statement of Claim taken as a whole.   
 
 
Bean, Bean & Counter 
Certified Public Accountants 
 
 
September XX, 200X 
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Exhibit A 
XYZ  Child Development, Inc. 

SCHOOL NUTRITION PROGRAM 
 

Schedule of Reported, Adjusted and Allowed Meals 
and Earned Reimbursement  

 
Agreement No.:  xx-xxxxx-xxxxxxx-xx 

For the Period July 1, 200X to June 30, 200X 
                
           Reported  Adjusted* Allowed     Rate      Total        
                             $           $  
Breakfast Program: 
 Base Meals        51,700     (6,360)    45,340      .2100    9,521 
     Reduced Price(1)       39,340     (5,520)    33,820      .7900  26,718 
 Free (2)       317,000   (56,160)  260,840    1.0900      284,316   
   Subtotal:     408,040   (68,040)  340,000                $320,555    
            Rounding Adjustment           $           2             
   BREAKFAST  PROGRAM TOTAL - (To Statement of Claim)            $320,557               

                                              
Lunch Program: 
Section 4                          
 Base Meals      59,600   (6,410)     53,190     .2100  11,170  
Section 11 
     Reduced Price     44,900   (4,815)     40,085    1.3900  55,718  
 Free                  366,000  (39,275)   326,725    1.7900     584,838    
   Subtotal:              470,500 (50,500)   420,000                $651,726          
            Rounding Adjustment           $        (2)               
    LUNCH  PROGRAM TOTAL - (To Statement of Claim)            $651,724 
 
Milk Program: 
 Free Meals(3)     81,750   (7,470)    74,280      .1170    8,691  
     Base  Meals     23,350    (2,130)              21,220     .1275           2,706  
   Subtotal:              105,100              (9,600)              95,500             $   11,397       
            Rounding Adjustment          $         (2)              
    MILK  PROGRAM TOTAL - (To Statement of Claim)            $   11,395     
 
State Meal Compensation: 
 Free and Reduced Price Meals: 
       Breakfast Program             356,340  (61,680)  294,660      .1229  36,214  
           Lunch Program             410,900  (44,090)           366,810     .1229         45,081  
   Subtotal:              767,240           (105,770)           661,470             $   81,295       
            Rounding Adjustment          $          (2)              
    STATE MEAL COMPENSATION TOTAL - (To Statement of Claim)          $   81,293     
 
Footnotes: 
*Adjustments are the result of: (1) eligibility category changes; (2) enrollment errors; (3)meal count errors   
  (4) meals served in excess of site licensed capacity. 
(1) - Rate includes: Regular      $  0.2100 (2) - Rate includes: Regular $  0.2100 
       Supplement     0.5800    Supplement     0.8800 
         $  0.7900      $  1.0900 
(3) - Average cost per half pint 
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Exhibit B 
 

XYZ  Child Development, Inc. 
SCHOOL NUTRITION PROGRAM 

 
Schedule of Reported, Adjusted, and Allowed Enrollment 

Agreement No.:  xx-xxxxx-xxxxxxx-xx 
For the Period July 1, 200X to June 30, 200X 

 
 

FIXED PERCENTAGE METHOD 
 
Enrollment July  Aug Sept Oct Nov Dec Jan  Feb Mar Apr May June  
 
Total 

      Reported 1475 1597 1657 1657 1637 1697 1825 1825 1825 1855 1917 1927 
      Adjusted 0 0 0                0                0           (250) 0 0 0                0           (317)               0 
 Allowed 1475 1597 1657 1657 1637  1447 1825 1825 1825 1855 1600 1927 
 
  Free 
      Reported      1167   1243         1296   1296          1288         1347         1415  1415  1415           1437            1491 1499 
      Adjusted         0         0               0                0                0    (216)    0         0 0                 0             (252)     0  
      Allowed    1167   1243         1296   1296           1288       1131          1415   1415       1415           1437             1239      1499 
 
Reduced 
      Reported       156     171           171     171            161     162            181     181 181             185             193 195 
      Adjusted        0         0               0                0                0           (13)                0         0 0                 0              (33)             0 
      Allowed    156     171           171     171            161     149            181     181 181             185             160 195 
 
Base 
      Reported       152     183          190      190            188     188             229     229 229             233             233 233 
      Adjusted              0         0              0          0     0     (12)                 0         0 0                 0              (32)     0 
      Allowed       152     183          190      190            188     167              229     229 229             233             201 233 
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Exhibit C 
 

 
 

XYZ  Child Development, Inc. 
SCHOOL NUTRITION PROGRAM 

 
Statement of Monetary Claims and Questioned Costs 

 
Agreement No.:   xx-xxxxx-xxxxxxx-xx 

For the Period July 1, 200X to June 30, 200X 
 
 
 
 
 
 
 
 
 
Detail No.:   Description of Exception      Amount 
             $ 
       1    Finding 00-1      
 
       2    Finding 00-3        $ 
   
       3 
   
       4 
             _______ 
              
Total to be Collected from Sponsor/Reimbursed to Sponsor: 
                        $          :             
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Exhibit D 

XYZ  Child Development, Inc. 
Notes to the Schedules 

Agreement No.:   xx-xxxx-x-A 
 

200X Child and Adult Care Food Program 
 
 
 
 
NOTE 1: GENERAL INFORMATION 
 
XYZ Child Development, Inc.(the Agency) was incorporated as a non-profit corporation in 1967 to provide 
educational programs for the care of children outside their homes.  The Agency has been granted tax-exempt 
status by the Internal Revenue Service under Section 501©(3) and California Franchise Tax Board under 
Section 23701(d).  The Agency is funded by the California Department of Education (CDE) and County Head 
Start Program.  Also, the Agency receives funds from private donations and nonsubsidized child care fees.  This 
report includes an opinion only on the activity of the SNP program.  The source of funding for the SNP program 
is the United States Department of Agriculture and CDE. The children served are in both the Head Start and 
CDE's Child Development Program. 
 
 
NOTE 2: CLAIM PREPARATION 
 

Fixed Percentage Claiming Method: 
 

The Fixed Percentage Claiming Method requires each Agency to accurately categorize and report the 
enrollment data by eligibility category (i.e. free, reduced-price and base) at least one time of the fiscal 
 year. The percentages established become the Agency's “fixed” percentage for the fiscal year. Meals 
claimed are reimbursed based on the calculated fixed percentages for each category.  The fixed  
percentages remain in effect for the entire fiscal year unless the Agency chooses to submit new  
enrollment data in order to adjust the percentages and maximize reimbursement.  However, an  
agency must submit new enrollment data during the year if (1) the agency adds a new site, (2) the  
average daily participation for the claim month exceeds the total enrollment previously reported, or  
(3) to correct a reporting error. 

 
The percentage for each category becomes the Agency's "fixed" percentage used to determine 
reimbursement for the fiscal year.  Meals claimed are reimbursed based on the calculated "fixed" 
percentages for each category. The percentages may be adjusted by the Agency to either accurately 
categorize or submit new enrollment data into free, reduced price, and base rate in order to maximize 
reimbursement should new facilities be added or others deleted.   

 
 While preparing SNP claims in December 200X and May 200X, the Agency discovered that  
 material changes in the children enrolled had occurred and that adjustments to the enrollment  
 percentages were necessary. 
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Auditor’s Letterhead 
 
 

 Report on Compliance and on Internal Control Over Financial Reporting   
Based on an Audit of the Statement of Claim Performed in 

Accordance With Government Auditing Standards 
 
 

 
 
Board of Directors 
XYZ Child Development, Inc. 

 
We have audited the accompanying statement of claims for reimbursement submitted by XYZ Child 
Development, Inc. under the School Nutrition Program (SNP) (Sponsor Agreement No. xx-xxxxx-xxxxxxx-xx) 
as summarized in the Statement of Claim for the period from July 1, 200X through June 30, 200X and have 
issued our report thereon dated September XX, 200X. We conducted our audit in accordance with generally 
accepted auditing standards and the standards applicable to financial audits contained in Government Auditing 
Standards issued by the Comptroller General of the United States. 
 
 Compliance 
 
As part of obtaining reasonable assurance about whether the XYZ Child Development, Inc.'s statement of 
SNP claims for reimbursement as summarized in the Statement of Claim is free of material misstatement, we 
performed tests of its compliance with certain provisions of laws, regulations, contracts and grants, 
noncompliance with which could have a direct and material effect on the determination of financial statement 
amounts.  However, providing an opinion on compliance with those provisions was not an objective of our 
examination  and, accordingly, we do not express such an opinion.  The results of our tests disclosed one 
instance of material noncompliance that is required to be reported under Government Auditing Standards which 
is described in the accompanying schedule of findings and questioned costs as items, 00-1. 
 
Internal Control Over Financial Reporting 
 
In planning and performing our audit, we considered  XYZ Child Development, Inc.'s internal control over 
financial reporting in order to determine our audit procedures for the purpose of expressing our opinion on the 
Statement of Claim and not to provide assurance on the internal control over financial reporting.   However, we 
noted a certain matter involving the internal control over financial reporting and its operations that we consider 
to be a reportable condition.  Reportable conditions involve matters coming to our attention relating to 
significant deficiencies in the design or operation of the internal control over financial reporting that, in our 
judgment, could adversely affect XYZ Child Development, Inc.'s ability to record, process, summarize and 
report financial data consistent with the assertions of management in the Statement of Claim.  A reportable 
condition is described in the accompanying schedule of findings and questioned costs as item, 00-2. 
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A material weakness is a condition in which the design or operation of one or more of the internal control 
components does not reduce to a relatively low level the risk that misstatements in amounts that would be 
material in relation to the Statement of Claim being examined may occur and not be detected within a timely 
period by employees in the normal course of performing their assigned functions.  Our consideration of the 
internal control over financial reporting would not necessarily disclose all matters in the internal control over 
financial reporting that might be material weaknesses and, accordingly, would not necessarily disclose all 
reportable conditions that are also considered to be material weaknesses.   
 
However, we do not believe the reportable condition described above is a material weakness.  We also noted 
other matters involving the internal control over financial reporting and compliance that we have reported to 
management of XYZ Child Development, Inc. in a separate letter dated September XX, 200X. 
 
This report is intended for the information of the audit committee, management and federal awarding agencies 
and pass-through entities and is not intended to be and should not be used by anyone other than those specified 
parties.  
 
 
 
Bean, Bean & Counter 
Certified Public Accountants 
 
 
September XX, 200X 
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 Auditor’s Letterhead 
 
 

Report on Compliance With Requirements Applicable  
to the Federal Program and on Internal Control Over Compliance and  

Financial Reporting in Accordance With the Program-Specific Audit Option  
Under OMB Circular A-133 

 
 
 
 
 

Board of Directors 
XYZ Child Development, Inc. 
 
 
Compliance 

 
We have audited the compliance of XYZ Child Development, Inc. with the types of compliance requirements 
described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement that 
are applicable to the School Nutrition Program (SNP) included in the accompanying statement of claims for 
reimbursement submitted by the Sponsor in Agreement No. xx-xxxxx-xxxxxxx-xx as summarized in the 
Statement of Claim(Sponsor Agreement No. xx-xxxxx-xxxxxxx-xx) for the year ended June 30, 200X. 
Compliance with requirements of laws, regulations, contracts, and grants applicable to its major federal 
program is the responsibility of XYZ Child Development, Inc.'s management.  Our responsibility is to express 
an opinion on XYZ Child Development, Inc.'s  compliance based on our audit.  
 
We conducted our audit of compliance in accordance with generally accepted auditing standards; the standards 
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General 
of the United States; and OMB Circular A-133, Audits of States, Local Governments, and Non-Profit 
Organizations.  Those standards and OMB Circular A-133 require that we plan and perform the audit to obtain 
reasonable assurance about whether noncompliance with the types of compliance requirements referred to 
above that could have a direct and material effect on the SNP occurred. An audit includes testing evidence 
about XYZ Child Development, Inc.'s compliance with those requirements and performing such other 
procedures as we considered necessary in the circumstances.  We believe that our audit provides a reasonable 
basis for our opinion.  Our audit does not provide a legal determination of XYZ Child Development, Inc.'s 
compliance with those requirements 
 
In our opinion, XYZ Child Development, Inc. complied, in all material respects, with the requirements 
referred to above that are applicable to its SNP for the year ended June 30, 200X. However, the results of our 
auditing procedures disclosed instances of noncompliance with those requirements, which are required to be 
reported in accordance with OMB Circular A-133 and which are described in the accompanying schedule of 
findings, and Questioned Costs as item 00-3. 
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Internal Control Over Compliance 
 
The management of XYZ Child Development, Inc. is responsible for  establishing and maintaining effective 
control over compliance with the requirements of laws, regulations, contracts, and grants applicable to federal 
programs. In planning and performing our audit, we considered XYZ Child Development, Inc.'s internal 
control over compliance with requirements that could have a direct and material effect on its SNP in order to 
determine our audit procedures for the purpose of expressing our opinion on compliance and to test and report 
on the internal control over compliance in accordance with OMB Circular A-133. 
 
We noted certain matters involving the internal control over compliance and its operation that we consider to be 
reportable conditions.  Reportable conditions involve matters coming to our attention relating to significant 
deficiencies in the design or operation of the internal control over compliance that, in our judgment, could 
adversely affect XYZ Child Development, Inc.'s ability to administer a major federal program in accordance 
with the applicable requirements of laws, regulations, contracts, and grants.  Reportable conditions are 
described in the accompanying schedule of findings and questioned costs as item 00-4. 
 
A material weakness is a condition in which the design or operation of one or more of the internal control 
components does not reduce to a relatively low level the risk that noncompliance with the applicable 
requirements of laws, regulations, contracts, and grants that would be material in relation to a major federal 
program being examined may occur and not be detected within a timely period by employees in the normal 
course of performing their assigned functions. Our consideration of the internal control over compliance would 
not necessarily disclose all matters in the internal control that might be reportable conditions and, accordingly, 
would not necessarily disclose all reportable conditions that are also considered to be material weaknesses.  
However, the reportable condition described above is considered to be a material weakness.   
 
We have also identified immaterial instances of noncompliance and internal control weaknesses that 
we have reported to the management of XYZ Child Development, Inc. in a separate letter dated 
September XX, 200X. 
 
This report is intended for the information of the audit committee, management and federal awarding agencies 
and pass-through entities and is not intended to be and should not be used by anyone other than those specified 
parties.  
 
Bean, Bean & Counter 
Certified Public Accountants 
 
September XX, 200X 
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XYZ Child Development, Inc. 
Schedule of Findings, Questioned Costs and Recommendations 

 
Year Ended June 30, 200X 

 
 
 
 
 
 
A.  Summary of Auditor’s Results 
 
I.   Statement of Claim Audit   
 
1. The Independent Auditor’s Report on the Statement of Claim of XYZ Child Development, Inc. expressed an 

unqualified opinion. 
 
2. Internal Control over Financial Reporting:  

a. Reportable conditions were disclosed in the audit of the Statement of Claim.                          
b. One of the reportable conditions, in 2a above, was considered to be a material weakness. 
c. Non-compliance was disclosed and is material to the Statement of Claim.  

 
II.   Federal Award Audit 
 

The USDA School Nutrition Program is a nutrition cluster program, consisting of: (1) School Breakfast 
Program(SBP), CFDA number 10.553; (2) National School Lunch Program(NSLP), CFDA number 10.555; 
and Special Milk Program for Children, CFDA number, 10.556, passed-through CDE's Nutrition Services 
Division, is considered a major program as a result of II.3 below. 

 
1. Internal Controls Over Major Programs: 
 

a. One material weaknesses was disclosed in the examination of the federal award. 
 
2. Two audit findings are reported in B.II, Findings and Questioned Costs, in accordance with  OMB Circular 

A-133, Section  510(a). 
 
3. XYZ Child Development, Inc. did not qualify as a low-risk auditee under OMB Circular A- 133, section 

530. 
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XYZ  Child Development, Inc. 

Schedule of Findings, Questioned Costs and Recommendations 
 

Year Ended June 30, 200X 
 
 
 
B.  Findings and Questioned Costs: 

         Questioned 
I.   Statement of Claim Audit                      Cost      
             
Reportable Conditions 
 
Finding 00-1                    $  
 
Condition:  Our test of the …. 
We believe that this reportable condition is a material weakness.  An adjustment of $              was made to the 
Statement of Claim.  
 
Criteria: USDA regulation,                           ,  
 
 
Cause: Lack of proper  
 
 
Effect:  $ 
 
 
Recommendation: Implement procedures to  
 
 
Response: Management  
 
 
Finding 00-2             $ 
 
Condition:  Our test of …  
We do not believe that this reportable condition is a material weakness. 
 
Criteria: USDA regulation,                           , states that  
 
 
Cause: Lack of proper management oversight. 
 
 
Effect: $   
 
 
Recommendation: Implement procedures to  
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XYZ  Child Development, Inc. 

Schedule of Findings,  Questioned Costs and Recommendations 
 

Year Ended June 30, 200X 
 
 
B.  Findings and Questioned Costs (continued): 
 
II.   Federal Award Program Audit        Questioned  
                      Cost    : 
 
Finding 00-3   Eligibility                     $  
 
Condition: During our review of the eligibility records of the …  
We believe that this condition is a material weakness and a financial adjustment of $        was necessary. 
 
Criteria: USDA regulation,                           , states that  
 
 
Cause: Inadequate  
 
 
Effect: Population of          , or     %.  This represents $  
 
 
Recommendation: Periodic reviews should be made of the center's attendance records to ensure proper 
eligibility records for the  
 
Response: Management has implemented periodic review procedures for all  key staff.   
 
Finding 00-4           $  
 
Material Weakness 
 
Condition: Our review of the … 
We believe that this condition is a material weakness.  No financial adjustment was necessary. 
 
Criteria: USDA regulation,                           , states that the sponsor  
 
 
Cause:  
 
 
Effect:  
 
 
Recommendation: Implement improved  
 
 
Response: Management has implemented improved  
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XYZ  Child Development, Inc. 

Schedule of Findings, Questioned Costs and Recommendations 
 

Year Ended June 30, 200X 
 
 

 
 
 
 
 
C.  Status of Prior Year Findings: 

  Questioned 
I.   Statement of Claim Audit:                                Cost    :                

 
Reportable Conditions 
 

19X9 - Finding 1:           $  
 
Condition:  Our inspection of the  
We do not believe that this reportable condition is a material weakness.  
 
Criteria: USDA regulation,                           ,  
 
 
Cause: Lack of  
 
 
Effect: A total of $  
 
Recommendation: Implement procedures to monitor  
 
Response: The recommendation was implemented by management in November 19X9.  No similar findings 
were noted in the 19X9 audit. 
 
 
 
II. Major Federal Award Programs Audit 
 
Material Weaknesses 

 
 
19X9 – None            $ None 
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XYZ  Child Development, Inc. 

Management Letter 
 

Year Ended June 30, 200X 
 
 

                         
Board of Directors 
XYZ Child Development, Inc. 
 
In planning and performing our audit of the statement of claims for reimbursement submitted by XYZ Child 
Development, Inc. under the School Nutrition Program (SNP) (Sponsor Agreement No. xx-xxxxx-xxxxxxx-xx) 
as summarized in the Statement of Claim as of, and for the year ended, June 30, 200X , we considered its 
internal controls and affect on compliance in order to determine our audit procedures  for the purpose of 
expressing our opinion on the aforementioned claims and to provide assurance on its accounting and 
management controls.  However, we noted certain matters involving the internal controls of XYZ Child 
Development, Inc. and its operation that we considered to be reportable conditions under standards established 
by the American Institute of Certified Public Accountants, and nonmaterial instances of noncompliance under 
OMB Circular A-133, Compliance Supplement for audits of this program. Reportable conditions involve 
matters coming to our attention relating to significant deficiencies in the design and operation of the internal 
accounting and management controls, that in our judgment, could adversely affect the organization's ability to 
record, process, summarize, and report financial data consistent with the assertions of management in the 
statement of SNP claims for reimbursement.      
 
The nonmaterial instances of noncompliance and internal control weaknesses are described as follows: 
 
1. …………. 
 
 
 
 
 
2. …………. 
 
 
 
 
The information contained in this report is intended for the information of the audit committee, management 
and federal awarding agencies and pass-through entities and is not intended to be and should not be used by 
anyone other than those specified parties.  
 
 
 
Bean, Bean & Counter 
Certified Public Accountants 
 
September XX, 200X 
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XYZ  Child Development, Inc. 
 

GENERAL INFORMATION 
 

For the Period From June 27, 200X to September 2, 200X 
                                                                                                                                                              
 
 
 
1. Full official name of the Sponsor . . . . . . . . . . . . . . .  XYZ  Child Development, Inc. 
 
2. Program name and agreement number:                          

 
     California Department of Education, Summer Food Service Program,  
     Agreement No.  . . . . . . . . . . .xxxx-xT  

 
3. Type and Description of agency . . . . . . . . . . . . . . . . . . . . . . Tax-exempt, Nonprofit 

corporation providing residential summer camps and school vacation programs for the 
feeding of children meals prepared by the Sponsor. 

 
4. Address of agency headquarters . . . . . . . . . . .1000 N. Main Street 
                   Small Town, CA   9xxxx 
5. Names and address of Executive Director 

and name of Chief Executive Officer, Business 
Officer, or Accountant 

 
Executive Director . . . . . . . . . . . . . . .  Gina Anonymous   

  2000 S. Child Drive 
  Small Town, CA 9xxxx 

 
Business Officer . . . . . . . . . . . . . . . . . . . . . . Joe McNice 

 
6. Telephone number . . . . . . . . . . . . . . . . . . . . . . . . . . .(916) 555-1212 
 
7. Period covered by examination . . . . . . . . . June 27, 200X   through September 2, 200X 
 
8. Number of days of Sponsor operation . . . . . . . . . . . . 67 days 
 
9. Scheduled hours of operation each day . . . . . . . . . .  7:00 a.m to 7:00 p.m 
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Accountant's Letterhead 
 
 Independent Accountant's Report  
 
 
 
 
 
 
 
Board of Directors 
XYZ Child Development, Inc. 
 
We have examined the accompanying claims for reimbursement submitted by XYZ Child Development, 
Inc. a sponsor under the Summer Food Service Program for Children(SFSPC) (Sponsor Agreement No. 
xxxx-xT) as summarized in the Statement of Claim for the period from June 27, 200X through September 2, 
200X.  
 
Our examination was made in accordance with the Statement of Standards of Attestation Engagements 
established by the American Institute of Certified Public Accountants and with Government Auditing 
Standards issued by the Comptroller General of the United States and included tests of the program and 
accounting records prescribed by the Office of the Inspector General of the  United States Department of 
Agriculture (OIG-USDA), as set forth in its Audit Guide, Food and Nutrition Service - Summer Food Service 
Program for Children, No. IG-7027.8N, dated March 5, 1999, for examinations of this program. 
 
In our opinion, the aforementioned claims present fairly, in all material respects, the number of meals and/or 
supplements eligible for reimbursement for the period June 27, 200X through September 2, 200X. 
 
In accordance with Government Auditing Standards, we have also issued our report dated September XX, 
200X, on our consideration of XYZ Child Development, Inc.'s internal control over financial reporting and 
our tests of SFSPC compliance with certain provisions of laws, regulations, contacts and grants.  Specific 
comments are presented in Exhibit D of the supplementary information of this report. 
 
This report is intended for the information of the audit committee, management and federal SFSPC awarding 
agencies and pass-through entities and is not intended to be and should not be used by anyone other than 
those specified parties. 
 
 
Bean, Bean & Counter 
Certified Public Accountants 
 
 
September XX, 200X 
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XYZ  Child Development, Inc. 
 

STATEMENT  OF  CLAIM 
 

Agreement No.:  xxxx-xxT 
200X  Summer Food Service Program for Children 
For the Period June 27, 200X to September 2, 200X 

 
 
 
 
 
 
Program Costs: 
 
 Cost of meal service (Exhibit A)      $       418,683 
 Administrative costs (Exhibit B-1)                  32,501      
 
   Total Program Costs               $     451,184    
 
 
Program Payments Received: 
 
 Start-up payments          $          3,000 
 Advance payments           10,000 
 Claim for Reimbursement - June 200X        12,081 
 Claim for Reimbursement - July 200X      258,839  
 Other Income1                        2,000  
 
   Total Program Payments Received             $   285,920      
 
Program Payments Due From the California 
 Department of Education               $   165,264    
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1 This represents income accrued from monies received from Federal, state, local governments, food sales to adults, cash 
donations and grants, and all other non-Program payments. 



 Accountant's Letterhead 
 
 
 
 
 

Independent Accountant' s Report on Supplementary Information  
 

 
 
 
 
Board of Directors 
XYZ Child Development, Inc. 
 
We have examined the accompanying Claims for Reimbursement submitted by XYZ Child Development, 
Inc. under the Summer Food Service Program for Children (SFSPC) (Sponsor Agreement No. xxxx-xxT) as 
summarized in the Statement of Claim for the period from June 27, 200X through September 2, 200X, and 
have  issued our report dated September XX, 200X.  
 
Our examination was made for the purpose of forming an opinion on the aforementioned claims of XYZ 
Child Development, Inc. taken as a whole. The accompanying supplementary information in Exhibits A 
through F is presented on pages A2.4-5 through A2.4-16 for purposes of additional analysis and is not a 
required part of the Statement of Claim.  The information in those exhibits has been subjected to the 
examination procedures applied in the examination of the Statement of Claim and, in our opinion, is fairly 
presented in all material respects, in relation to the claims for reimbursement as summarized in the Statement 
of Claim taken as a whole.   
 
 
 
 
 
 
Bean, Bean & Counter 
Certified Public Accountants 
 
 
September XX, 200X 
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Exhibit  A 
XYZ  Child Development, Inc. 

 
Schedule of Meals Served and Cost of Meal Service 

 
Agreement No.:  xxxx-xxT 

200X  Summer Food Service Program for Children 
For the Period June 27, 200X to September 2, 200X 

            
 Meal Type  

Meals Served: Breakfast Lunch Supplements Supper Total 

June 27, 200X to Sept.2, 200X 3,980 13,827 8,740 125 26,672

July 1, 200X to July 31, 200X 64,873 217,284 101,283 1,050 384,490

Aug. 1, 200X to Sept. 2, 200X 58,507 193,084 95,274 750 347,615

Total of Meals Served as reported 
by Sponsor on Claims for 
Reimbursement  

127,360 424,195 205,297 1,925 758,777

Less:  Meals Disallowed - meal 
violation notices received from 
NSD 

(251) (2,336) (710) (150) (3,447)

Less: Meals Disallowed by 
auditor for program violations 

(116) (9,217) (501) (210) (10,044)

Net Meals Served 
126,993 412,642 204,086 1,565 745,286

Maximum  Potential  Reimbursement  for  Meal  Service  

Net Meals Served 126,993 412,642 204,086 1,565 745,286

Maximum Reimbursement per 
Meal (maximum rate for all SDA 
minus Admin. Monies)1 

$  1.190 $  2.080 $  .480 $  2.080 

Maximum Potential 
Reimbursement 

$  151,122 $  858,295 $  97,961 $  53,255 $  1,110,633

 
Food2         $   382,873 
Less:  Adjustment for Meals Disallowed            8,774  
Net Food Cost            374,099 
Labor               31,913 
Facility              10,523 
Non-Food                2,148  
 Cost of Meal Service     $   418,683 

 
Footnote Disclosure:   The cost of all disallowed meals above did not exceed the Sponsor's approved level of 
service. 
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1 Current rates in accordance with current regulations. 
2 Commodities are excluded. 



 
Exhibit  B 

XYZ  Child Development, Inc. 
 

Statement of Budgeted Administrative Expenses 
And Actual Administrative Expenses 

 
Agreement No.:  xxxx-xxT 

200X  Summer Food Service Program for Children 
For the Period June 27, 200X to September 2, 200X 

 
 
 
 
 
 
 
 

                    
Budgeted 

                    
Actual 

Over               
(under)             
Budget              

Management Salaries $                     5,600 $                      5,600 $                            0

Monitor Salaries 9,700 9,604 (96)

Clerical Salaries 5,100 5,250 1501

Fringe Benefits 1,800 1,896 962

     Total Personnel Cost: $                   22,200 $                    22,350 $                       150

Transportation 3,200 2,575 (625)

Communication 2,000 1,738 (262)

Office Rental 2,600 2,560 (40)

Office Supplies 400 387 (13)

Office Equipment Rental 1,400 1,412 123

Auditing Fees 1,000 1,000 0

Other Program Cost 500 479 (21)

     Total Non-personnel: $                   11,100 $                    10,151 $                   (949)

Total Administrative Cost: $                   33,300 $                    32,501 $                   (799)
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1 Employed one temporary employee for one week because of emergency sick leave. 
2 State of California legislation increased the employer's share of benefit cost.  
3 Program required the rental of a copy machine. 



Exhibit  B-1 
XYZ  Child Development, Inc. 

 
Calculation of Maximum Allowable Administrative Costs 

 
Agreement No.:  xxxx-xxT 

200X  Summer Food Service Program for Children 
For the Period June 27, 200X to September 2, 200X 

 
 
 
 
 

 
 
Calculation of Maximum Allowable Administrative Costs: 
 

 
 

    Meal Type 
 

 
 

Net Meals Served       
Per Exhibit  A 

 
 

Administrative Rate  
Per Meal1              

Maximum  
Allowable  

Administrative  
Costs 

 
Breakfast 

 
126,993 $                          .1175 $                        14,922

 
Lunch 412,642 .2175 89,750
 
Supplements 204,086 .0600 12,245
 
Supper 1,565 .2175 340

        
       Maximum Allowable Administrative Costs $                      117,257  

        
       Administrative Costs Claimed by Sponsor 32,501

      
       Excess Administrative Costs Over Maximum Allowable $                                 0
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1 Rates used are in accordance with current regulations. 



 
 

Exhibit  C 
XYZ  Child Development, Inc. 

 
Schedule  of  State  Disallowance  Notices 

 
Agreement No.:  xxxx-xxT 

200X  Summer Food Service Program for Children 
For the Period June 27, 200X to September 2, 200X 

 
 
The CNFDD issued disallowance notices to the Sponsor, XYZ Child Development, Inc., as follows: 
 

 
 

    DATE 
 

 
 

SITE         
 

 
 

MEAL  
 

  
NUMBER  

DISALLOWED 

 
7/5 

                       
Penny Street 

 
Lunch 816

 
7/7 

 
Grace Church 

 
Supplement 710

 
7/12 

 
Pine Street 

 
Breakfast 251

 
7/20 

 
Grove Street 

 
Supper 150

 
8/3 

 
Camden Hall 

 
Lunch 414

 
8/17 
 

 
Pine Street 

 
Lunch 731

 
8/18 

 
Lakeside Elementary 

 
Lunch 375

 
          Total Meals Disallowed 3,447

 
          By type: 

 

 
Breakfast 

 
Lunch 

 
Supplement

 
Supper Total: 

 
Number: 

 
251 2,336 710 150 3,447
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 Accountant's Letterhead 

 
 
 
 
 
 

Exhibit  D 
 
 

XYZ  Child Development, Inc. 
 

Summary  of  Compliance  with  Federal  Regulations 
and  Program Guidelines 

 
Agreement No.:  xxxx-xxT 

200X  Summer Food Service Program for Children 
For the Period June 27, 200X to September 2, 200X 

 
 
 
 
GENERAL 
 
XYZ Child Development, Inc.  was approved by California Department of Education's (CDE) Nutrition 
Services Division(NSD) to sponsor the Summer Food Service Program for Children (SFSPC) by Agreement 
number xxxx-xxT, dated  June 1, 200X.  The purpose of the program is to provide nutritional help to 
children who would otherwise be deprived of the food assistance they would normally receive at other times 
of the year under the National School Lunch Program.  Meals were served to children at sites organized and 
operated by XYZ Child Development , Inc.  
 
SCOPE 
 
Our examination was made in accordance with the Statement of Standards of Attestation Engagements 
established by the American Institute of Certified Public Accountants and with Government Auditing 
Standards issued by the Comptroller General of the United States and included tests of the program and 
accounting records prescribed by the Office of the Inspector General of the  United States Department of 
Agriculture (OIG-USDA), as set forth in its Audit Guide, Food and Nutrition Service - Summer Food Service 
Program for Children, No. IG-7027.8N, dated March 5, 1999, for examinations of this program. 
 
 
As part  of our examination, we performed tests in accordance with the compliance testing procedures as set 
forth in the above Audit Guide. 
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EXIT CONFERENCE 
 
An exit conference was held at XYZ Child Development, Inc., 1000  N. Main Street, Smalltown, CA   
9xxxx, on September XX, 200X.  Attending were: 
 
  For the Sponsor:   For the Accountant:  
              
  Gina Anonymous   Bean, Bean & Counter 
  Executive Director   Certified Public Accountants 
 
 
EXAMINATION OBJECTIVES 
    
The following were the objectives of our examination: 
   
1. To evaluate internal controls to assure the integrity of accounting records and compliance with  
 program regulations. 
 
2. To determine that the sponsor complies with procurement provisions of the program regulations. 
 
3. To express an opinion as to whether the sponsor's Statement of Claim presents fairly the  
 reimbursement claimed for the SFSPC in conformity with prescribed accounting procedures and  
 program guidelines, as follows:  

 .    To determine that procedures provided effective controls over cash received.  

 .    To determine that meals reported by the sponsor as served to children are supported by site  
        reports from all properly approved and operating food service sites, signed by the site  
        supervisor. 

  .    To determine that documentation was adequate to support all food, costs reported on the  
        claims for reimbursement.  Food costs must be allowable and allocable to the SFSPC. 

 .    To determine that labor costs were adequately documented.  Labor costs must be allowable  
        and allocable to the SFSPC. 

 .    To determine that administrative costs were incurred solely for program administration and  
        were eligible for reimbursement. 
 
INTERNAL ACCOUNTING AND ADMINISTRATIVE CONTROLS 
 
The objective of internal accounting and administrative controls is to provide reasonable, but not absolute 
assurance  as to (1) the accuracy of records for preparation of financial reports, and (2) compliance with 
regulations and guidelines. 
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In our opinion, the internal accounting and administrative control procedures are in general agreement with 
procedures prescribed in Federal Regulations and the U.S. Department of Agriculture guidelines, except as 
follows: 
 
XYZ Child Development, Inc. 
 
1. Finding: 
 
 
 
 

Recommendation: 
 
 
 
 
 
Sponsor's Comment: 
 
 
 
 
 
Impact on Claim: 
 
 
  

2. Finding: 
 
 
 
 

Recommendation: 
 
 
 
 
 
Sponsor's Comment: 
 
 
 
 
Impact on Claim: 
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3. Finding: 
 
 
 
 

Recommendation: 
 
 
 
 
 
Sponsor's Comment: 
 
 
 
 
 
Impact on Claim: 

 
 
 
 
 
 
 
 
Bean, Bean & Counter 
Certified Public Accountants 
 
 
September XX, 200X 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

A2.4-12 
 



Exhibit  E 
XYZ  Child Development, Inc. 

 
SPONSOR  VISIT 

 
Agreement No.:  xxxx-xxT 

200X  Summer Food Service Program for Children 
 

 
 
 
 
 

COMPLIANCE  QUESTIONNAIRE 
(Completed at the Sponsor) 

 
 
FOR THE PERIOD:         June 27, 200X to September 2, 200X                    
 
SPONSOR'S NAME:         XYZ Child Development, Inc. 
 
ADDRESS:      1000 N. Main Street, Smalltown, CA    9xxxx 
 
DATE:      August  1, 200X  TIME:           8:30 am 
 
INDEPENDENT AUDITOR:       Bean, Bean & Counter, C.P.A.'s 
 
 
 

 
YES 

 
NO 

 
N/A 

 
COMMENTS 

1. (SUMMARY) Is sponsor operating the program  
in accordance with program requirements? 

    

2. Did sponsor visit each of its sites at least once   
during the first week of Program operation?  

    

3. Did sponsor review food service operations at  
      each site at least once during the first four weeks  
      of Program operations? 

    

4. Did sponsor maintain a reasonable level of site  
      monitoring? 

    

5. Did sponsor annually announce (in the media)      
       the availability of free meals? 

    

6. Does sponsor contract with a food service  
      management company?  

    

7. Did sponsor comply with the competitive bid  
Procedures as required?  

    

8. Did sponsor claim for reimbursement under parts 
210, 215, 220 or 226 at the same sites for the    

       same meals served under the SFSPC? 

    

9. Did sponsor contract out for management  
Responsibilities? 
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YES 

 
NO 

 
N/A 

 
COMMENTS 

10.  Did sponsor utilize either its own food service  
Facilities or obtain meals from a school food  
 service facility?   

    

a.     Is there an agreement between the sponsor 
        and the school? 

    

11.  Did sponsor plan for and prepare order meals    
On the basis of participation trends with the  

       objective of providing only one meal per child at 
       each meal service?       

    

12.  Were meals ordered or prepared in excess of    
Sites approved level? 

    

13.  Do records justify all costs and meals claimed?     
13.  Did sponsor comply with the competitive bid  
        procedures as required?  

    

 14.  Did sponsor hold Program training for its  
        administrative and site personnel? 

    

15.   Did training include: 
a.   The purpose of the Program? 
b.    Site eligibility? 
c.    Record keeping? 
d.    Site operations? 
e.    Meal pattern requirements? 
f.    The duties of a monitor?  

    

16.   If the sponsor is a private nonprofit   
        organization, did it certify that it: 
 

a.     Serves no more than 25 sites, regardless of  
       the location of the sites, (i.e., urban or  
       rural)? 
 
b.    Serves no more than 300 children at any     
       site, or not more than 500 with a waiver  
       granted by the California NSD?        

    

17.   Does the sponsor maintain a daily count of all  
        meals by type for all sites?  
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YES 

 
NO 

 
N/A 

 
COMMENTS 

18. Upon review of the sponsor's meal count 
         records, are there any noticeable meal counting 
         patterns that indicate that accurate meal counts  
         are not taken by the site supervisors, such as: 
          

a.    The same meal counts every day? 
 
b.    Excess and/or second meals only on    

NSD or sponsor review days? 
 
c.     Meal count totals are in multiples of 5? 
 

    

 
Other Comments:     
 
                                                                                                                                                                   
                                                                                                                                                                          .
 
                                                                                                                                                                          .
 
                                                                                                                                                                          .
 
                                                                                                                                                                          .
 
                                                                                                                                                                          .
 
                                                                                                                                                                          .
 
                                                                                                                                                                          .
 
                                                                                                                                                                          .
 
                                                                                                                                                                          .
 
                                                                                                                                                                          .
 
                                                                                                                                                                          .
 
                                                                                                                                                                          .
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Exhibit  F 
XYZ  Child Development, Inc. 

 
SITE  VISIT 

 
Agreement No.:  xxxx-xxT 

200X  Summer Food Service Program for Children 
 
 
 

COMPLIANCE  QUESTIONNAIRE 
(Completed at the Site, Unannounced, before service begins) 

 
 
FOR THE PERIOD:         June 27, 200X to September 2, 200X                    
 
SPONSOR'S NAME:         XYZ Child Development, Inc. 
 
SITE  NAME/CODE  ADDRESS  OF SITE:    Penny Street, # 101 
         1650 Penny  Street, Smalltown, CA    9xxxx 
 
DATE:      August  2, 200X  TIME:           6:30 am 
 
SITE SUPERVISOR:        Sally Brown 
 
PREPARATION VENDOR / SELF-PREP.:                 Self-Preparation  
 
INDEPENDENT AUDITOR:       Bean, Bean & Counter, C.P.A.'s 
 
 
 

 
YES 

 
NO 

 
N/A 

 
COMMENTS 

1. Are meal count and site labor records completed  
       daily? 

    

2.  Does information entered on the site report    
       include as a minimum: 
 

a. Name and address of site? 
 
b.  Number of meals by type prepared or  
      received? 
 
c. Number of meals by type served to children  
      as first meals and as second meals? 
 
d. Number of meals served to adults (program  
      adults and non-program adults)?    
 
e. Number of children attending the site? 
 
f.    Date and site supervisor's signature? 
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YES 

 
NO 

 
N/A 

 
COMMENTS 

3. Are meals served to adults who are not   
employed in the food service program recorded  

      and paid for?  (Record number of meals sold and 
      amount of cash received.)   

    

4. Are cash collections properly safeguarded? 
 

    

5. Are cash collections deposited intact and on a  
timely basis? 

    

6.   Are meals counted upon delivery at site?     
7.   Is site control adequate?     
8. Are all meals consumed within the designated  
       eating time?  

    

9. Are second meals served to children only after   
       first meals have been consumed?  

    

10. Does the site have an accurate method of getting 
       a meal count?  

    

11. Is the number of meals prepared or delivered  
       sufficient for the number of children in  
       attendance?        

    

12. Does the number of leftover meals appear to be  
reasonable?  

    

13. Are daily deliveries of meals to sites adjusted  
        because of changing attendance? 

    

14. Are meals delivered in excess of the site's  
        approved level of meal service? 

    

15. Are leftover meals returned to preparation site  
       for credit or held over properly for next day use?

    

16.   Are health and safety standards maintained?     

17.   Is there a valid health certificate on hand?     
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Other Comments:     
 
                                                                                                                                                                   
                                                                                                                                                                          .
 
                                                                                                                                                                          .
 
                                                                                                                                                                          .
 
                                                                                                                                                                          .
 
                                                                                                                                                                          .
 
                                                                                                                                                                          .
 
                                                                                                                                                                          .
 
                                                                                                                                                                          .
 
                                                                                                                                                                          .
 
                                                                                                                                                                          .
 
                                                                                                                                                                          .
 
                                                                                                                                                                          .
 
 
 
 
 
 
 
 
 
Required Footnote Disclosure: 
 
Testing of the Sponsor's internal controls and compliance has been documented in the Auditor's working 
papers. 
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Accountant's Letterhead 
 
 
 
 

 Report on Compliance and on Internal Control Over Financial   
Reporting Based on an Examination of the Statement of Claim   

Performed in Accordance With Government Auditing and Attestation Standards 
 
 

 
 
Board of Directors 
XYZ Child Development, Inc. 

 
We have examined the accompanying claims for reimbursement submitted by XYZ Child Development, 
Inc. under the Summer Food Services Program for Children (SFSPC) (Sponsor Agreement No. xxxx-xxT) as 
summarized in the Statement of Claim for the period from June 27, 200X through September 2, 200X and 
have issued our report thereon dated September XX, 200X. We conducted our examination in accordance 
with the Statement of Standards of Attestation Engagements established by the American Institute of 
Certified Public Accountants and with generally accepted auditing standards; the standards applicable to 
financial audits contained in Government Auditing Standards issued by the Comptroller General of the 
United States and included tests of the program and accounting records prescribed by the Office of the 
Inspector General of the  United States Department of Agriculture (OIG-USDA), as set forth in its Audit 
Guide, Food and Nutrition Service - Summer Food Service Program for Children, No. IG-7027.8N, dated 
March 5, 1999, for examinations of this program. 
 
Compliance 
 
As part of obtaining reasonable assurance about whether the XYZ Child Development, Inc.'s claims for 
reimbursement as summarized in the Statement of Claim is free of material misstatement, we performed tests 
of its compliance with certain provisions of laws, regulations, contracts and grants, noncompliance with 
which could have a direct and material effect on the determination of financial statement amounts.  However, 
providing an opinion on compliance with those provisions was not an objective of our examination  and, 
accordingly, we do not express such an opinion.  The results of our tests disclosed  instances of 
noncompliance that are required to be reported under Government Auditing Standards which are described in 
the accompanying  supplementary schedule, Exhibit C. 
 
Internal Control Over Financial Reporting 
 
In planning and performing our examination, we considered  XYZ Child Development, Inc.'s internal 
control over financial reporting in order to determine our examination procedures for the purpose of 
expressing our opinion on the Statement of Claim and not to provide assurance on the internal control over 
financial reporting.   However, we noted a certain matter involving the internal control over financial 
reporting and its operations that we consider to be a reportable condition.  Reportable conditions involve 
matters coming to our attention relating to significant deficiencies in the design or operation of the internal 
control over financial reporting that, in our judgment, could adversely affect XYZ Child Development, 
Inc.'s ability to record, process, summarize and report financial data consistent with the assertions of 
management in the Statement of Claim.  A reportable condition is described in Exhibit C. 
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A material weakness is a condition in which the design or operation of one or more of the internal control 
components does not reduce to a relatively low level the risk that misstatements in amounts that would be 
material in relation to the Statement of Claim being examined may occur and not be detected within a timely 
period by employees in the normal course of performing their assigned functions.  Our consideration of the 
internal control over financial reporting would not necessarily disclose all matters in the internal control over 
financial reporting that might be material weaknesses and, accordingly, would not necessarily disclose all 
reportable conditions that are also considered to be material weaknesses.   
 
However, we do not believe the reportable condition described above is a material weakness.  We also noted 
other matters involving the internal control over financial reporting during the first two weeks of operation 
that we have reported to management of XYZ Child Development, Inc. in a separate letter dated September 
XX, 200X. 
 
This report is intended for the information of the audit committee, management and federal awarding 
agencies and pass-through entities and is not intended to be and should not be used by anyone other than 
those specified parties.  
 
 
 
Bean, Bean & Counter 
Certified Public Accountants 
 
 
September XX, 200X 
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Accountant's Letterhead 
 
 

 Independent Accountant's Report on Compliance With Requirements Applicable  
to the Federal Program and on Internal Control Over Compliance and  

Financial Reporting in Accordance With the Program-Specific Audit Option  
Under OMB Circular A-133 and Attestation Standards Made as a Part  

of a Program-Specific Examination of the Statement of Claim 
 
 

Board of Directors 
XYZ Child Development, Inc. 
 
 
Compliance 

 
We have examined management's assertion about XYZ Child Development, Inc.'s compliance with the 
types of compliance requirements described in the U.S. Office of Management and Budget (OMB) Circular 
A-133 Compliance Supplement that are applicable to the Summer Food Services Program for Children 
(SFSPC) included in the accompanying statement of claims for reimbursement submitted by the Sponsor in 
Agreement No. xxxx-xx-T as summarized in the Statement of Claim for the period from June 27, 200X 
through September 2, 200X is adequate to meet the criteria established by the Office of the Inspector General 
of the  United States Department of Agriculture (OIG-USDA), as set forth in its Audit Guide, Food and 
Nutrition Service - Summer Food Service Program for Children, No. IG-7027.8N,  dated March 5, 1999.  
Compliance with requirements of laws, regulations, contracts, and grants applicable to its major federal 
program is the responsibility of XYZ Child Development, Inc.'s management.  Our responsibility is to 
express an opinion on XYZ Child Development, Inc.'s  compliance based on our examination.  
 
We conducted our examination of compliance in accordance with generally accepted auditing standards; the 
standards applicable to financial audits contained in Government Auditing Standards, issued by the 
Comptroller General of the United States; OMB Circular A-133, Audits of States, Local Governments, and 
Non-Profit Organizations;  and the Statement of Standards of Attestation Engagements established by the 
American Institute of Certified Public Accountants and included tests of the program and accounting records 
prescribed by the Audit Guide, Food and Nutrition Service - Summer Food Service Program for Children, 
No. IG-7027.8N, issued by the Office of the Inspector General of the  United States Department of 
Agriculture (OIG-USDA) for examinations of this program.  Those standards and OMB Circular A-133 
require that we plan and perform the examination to obtain reasonable assurance about whether 
noncompliance with the types of compliance requirements referred to above that could have a direct and 
material effect on the SFSPC occurred. An examination includes testing evidence about XYZ Child 
Development, Inc.'s  compliance with those requirements and performing such other procedures as we 
considered necessary in the circumstances.  We believe that our examination provides a reasonable basis for 
our opinion.  Our examination does not provide a legal determination of XYZ Child Development, Inc.'s  
compliance with those requirements 
 
In our opinion, XYZ Child Development, Inc. 's assertion that it complied with the requirements referred to 
above that are applicable to its SFSPC for the period from June 27, 200X through September 2, 200X is 
fairly stated , in all material respects.  However, the results of our examination procedures disclosed 
instances of noncompliance with those requirements, which are required to be reported in accordance with 
OMB Circular A-133 and which are described in the accompanying schedule of findings, and Questioned 
Costs as item X9-3. 
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Internal Control Over Compliance 
 
The management of XYZ Child Development, Inc. is responsible for  establishing and maintaining 
effective control over compliance with the requirements of laws, regulations, contracts, and grants applicable 
to federal programs. In planning and performing our examination, we considered XYZ Child Development, 
Inc.'s internal control over compliance with requirements that could have a direct and material effect on its 
SFSPC in order to determine our examination procedures for the purpose of expressing our opinion on 
compliance and to test and report on the internal control over compliance in accordance with OMB Circular 
A-133. 
 
We noted certain matters involving the internal control over compliance and its operation that we consider to 
be reportable conditions.  Reportable conditions involve matters coming to our attention relating to 
significant deficiencies in the design or operation of the internal control over compliance that, in our 
judgment, could adversely affect XYZ Child Development, Inc.'s ability to administer a major federal 
program in accordance with the applicable requirements of laws, regulations, contracts, and grants.  
Reportable conditions are described in the accompanying schedule of findings and questioned costs as item 
X9-4. 
 
A material weakness is a condition in which the design or operation of one or more of the internal control 
components does not reduce to a relatively low level the risk that noncompliance with the applicable 
requirements of laws, regulations, contracts, and grants that would be material in relation to a major federal 
program being examined may occur and not be detected within a timely period by employees in the normal 
course of performing their assigned functions. Our consideration of the internal control over compliance 
would not necessarily disclose all matters in the internal control that might be reportable conditions and, 
accordingly, would not necessarily disclose all reportable conditions that are also considered to be material 
weaknesses.  However, the reportable condition described above is considered to be a material weakness.   
 
We have also identified immaterial instances of noncompliance and internal control weaknesses 
that we have reported to the management of XYZ Child Development, Inc. in a separate letter 
dated September XX, 200X. 
 
This report is intended for the information of the audit committee, management and federal awarding 
agencies and pass-through entities and is not intended to be and should not be used by anyone other than 
those specified parties.  
 
Bean, Bean & Counter 
Certified Public Accountants 
 
September XX, 200X 
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XYZ  Child Development, Inc. 
Management Letter 

 
 

 
 

                         
Board of Directors 
XYZ Child Development, Inc. 
 
In planning and performing our examination of XYZ Child Development, Inc.'s (Sponsor) Summer Food 
Service Program for Children (SFSPC) (Agreement number xxxx-xxT), as summarized in the Statement of 
Claim for the period from June 27, 200X to September 2, 200X and issued in our report thereon dated 
September XX, 200X, we made a study and evaluation of the Sponsor's accounting system and internal 
controls.  Our study and evaluation was performed, in accordance with generally accepted auditing 
standards; the standards applicable to financial audits contained in Government Auditing Standards and the 
audit guide issued by the Office of the Inspector General of the United States Department of Agriculture 
(OIG-USDA), as set forth in its Audit Guide, Food and Nutrition Service - Summer Food Service Program 
for Children, No. IG-7027.8N, dated March 5, 1999, during the first two weeks of the Sponsor's  program 
operation to determine whether or not its internal controls and operating systems meet the regulatory 
requirements of the SFSPC. 
 
The objective of internal and management controls is to provide reasonable, but not absolute assurance  as to 
(1) the accuracy of Sponsor's records for preparation of financial reports, (2) maintenance and integrity of  
site records, (3) proper segregation,  accumulation, and documentation of SFSPC costs, (4) adequate Sponsor 
and site personnel training, (5) participation by Sponsor in other Federal, State and local programs, and (3) 
compliance with regulations and guidelines. 
 
In our opinion, the management's internal control procedures and its operating system are in general 
agreement with procedures and regulations prescribed in Federal Regulations and the U.S. Department of 
Agriculture guidelines, except for the nonmaterial instances of noncompliance and internal control 
weaknesses, as follows: 
 
1.   Condition: 
 
  
 
 Recommendation: 

 
 
 
 
 
Sponsor's Comment: 
 
 
 
 
 
Impact on Claim: 
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2.   Condition: 
 
 
 
 
 

Recommendation: 
 
 
 
 
 
Sponsor's Comment: 
 
 
 
 
 
Impact on Claim: 

 
 
 
 
      
 
The information contained in this report is intended for the information of the audit committee, management 
and federal awarding agencies and pass-through entities and is not intended to be and should not be used by 
anyone other than those specified parties.  
 
 
 
 
 
Bean, Bean & Counter 
Certified Public Accountants 
 
September XX, 200X 
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INDEPENDENT AUDITOR’S REPORT 
 
 
To the City Council 
City of Cheyenne 
Cheyenne, California 
 
We have audited the accompanying general-purpose financial statements of the City of 
Cheyenne Child Development Fund of the City of Cheyenne, California, as of and for the year 
ended June 30, 200X, as listed in the table of contents.  These general-purpose financial statements 
are the responsibility of City of Cheyenne, California management.  Our responsibility is to 
express an opinion on these general-purpose financial statements based on our audit.  
 
We conducted our audit in accordance with auditing standards generally accepted in the United 
States of America and the standards applicable to financial audits contained in the Government 
Auditing Standards, issued by the Comptroller General of the United States.  Those standards 
require that we plan and perform the audit to obtain reasonable assurance about whether the 
general-purpose financial statements are free of material misstatement.  An audit includes 
examining, on a test basis, evidence supporting the amounts and disclosures in the general-
purpose financial statements.  An audit also includes assessing the accounting principles used 
and significant estimates made by management, as well as evaluating the overall general-purpose 
financial statement presentation.  We believe that our audit provides a reasonable basis for our 
opinion.  
 
In our opinion, the general-purpose financial statements referred to above present fairly, in all 
material respects, the financial position of the City of Cheyenne Child Development Fund of the 
City of Cheyenne, California, as of and for the year ended June 30, 200X, and the results of its 
operations for the year then ended in conformity with accounting principles generally accepted in 
the United States of America. 
 
In accordance with Government Auditing Standards, we also have issued our report dated 
September 29, 200X, on our consideration of the City of Cheyenne Child Development Fund of 
the City of Cheyenne, California’s internal control over financial reporting and our tests of its 
compliance with certain provisions of laws, regulations, contracts and grants.  
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INDEPENDENT AUDITOR’S REPORT 
(Continued) 

 
 
Our audit was conducted primarily for the purpose of expressing an opinion on the general-purpose financial 
statements taken as a whole.  The accompanying supplementary information contained in Schedules x 
through xx are presented for purposes of additional analysis, as required by U.S. Office of Management and 
Budget Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations, and the Audit 
Guide for Audits of Child Development and Nutrition Programs issued by the California Department of 
Education.  They are not a required part of the general-purpose financial statements of the City of Cheyenne 
Child Development Fund of the City of Cheyenne, California.  Such information has been subjected to the 
auditing procedures applied in the audit of the general-purpose financial statements of the City of Cheyenne 
Child Development Fund of the City of Cheyenne, California and, in our opinion, is fairly stated, in all 
material respects, in relation to the general-purpose financial statements taken as a whole. 
 
 
 
C.J. and Associates, Inc. 
Certified Public Accountants 
 
September 29, 200X 
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City of Cheyenne 
Child Development Fund 

      
BALANCE SHEET 

      
June 30, 200X 

      
 ALTERNATIVE PAYMENT RESOURCE & REFERRAL TOTAL 
      
 FEDERAL STATE  STATE  
 BLOCK GRANT GENERAL FEDERAL GENERAL  
      
ASSETS      
Cash  $             489,700 $         82,400  $        31,450  $        9,200   $       612,750 
Accrued Interest Receivable                     6,600              2,000                   50               300                8,950 
Grants Receivable                 176,000            65,000                    -                    -              241,000 
      
TOTAL ASSETS  $             672,300 $       149,400  $        31,500  $        9,500   $       862,700 
      
      
LIABILITIES AND FUND BALANCE      

Accounts Payable  $             270,000 $       128,000  $          2,000  $        3,500   $       403,500 
Accrued Wages                   27,150              6,400                 500            4,000              38,050 
Grants Payable                 346,800            15,000              4,000            2,000            367,800 
Deferred Revenue                     1,350                     -             20,000                  -                21,350 
Reserve Fund  (Note 10)                   27,000                     -               5,000                  -                32,000 
      
      
TOTAL LIABILITIES  $             672,300  $       149,400  $        31,500  $        9,500   $       862,700 
      
FUND BALANCE                          -                       -                     -                    -                        -  
      
TOTAL LIABILITIES AND      
   FUND BALANCE  $             672,300 $       149,400  $        31,500  $        9,500   $       862,700 
 
 
The accompanying notes are an integral part of the financial statements. 
 
 
 
 
 
 

7

 



 
       
       
       

City of Cheyenne 
Child Development Fund 

       
STATEMENT OF REVENUES AND EXPENDITURES 

       
For Fiscal Year Ended June 30, 200X 

       
 ALTERNATIVE PAYMENT RESOURCE & REFERRAL  TOTAL   
 FEDERAL STATE  STATE   
 BLOCK GRANT GENERAL FEDERAL GENERAL   
       
REVENUE       
Govt. Apportionment  $          3,766,200  $        477,000 $           44,500  $        217,900   $       4,505,600  
Parent Fees  (Note 5)                   97,300              18,000                115,300  
Interest Income                   61,510                5,000                   490                   850                 67,850  
Other                          -                         -                        -                  1,250                   1,250  
       
TOTAL  $          3,925,010  $       500,000 $           44,990  $        220,000   $       4,690,000  
       
EXPENDITURES       
Salaries  $             358,000  $          50,000 $           18,600  $          95,000   $          521,600  
Employee Benefits                   98,100              14,300                5,200              27,200               144,800  
Books and Supplies                 121,900              14,600                1,790                9,800               148,090  
Provider Payments              3,142,000            400,000             3,542,000  
Other Operating Expenses                 180,010              21,100              17,900              84,500               303,510  
       
TOTAL  $          3,900,010  $        500,000 $           43,490  $        216,500   $       4,660,000  
       
EXCESS OF REVENUES       
OVER EXPENDITURES  $               25,000  $                  -  $             1,500  $            3,500   $            30,000  
       
Transfer to Reserve                 (25,000)                      -  (              1,500) (              3,500) (              30,000)  
       
EXCESS OF REVENUES       
OVER EXPENDITURES       
AND OTHER USES  $                      -     $                  -   $                   -    $                  -     $                    -    

       
       
       
       
The accompanying notes are an integral part of the financial statements.    
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City of Cheyenne 
Child Development Fund 

      
STATEMENT OF CHANGES IN FUND BALANCE 

      
For the Fiscal Year Ended June 30, 200X 

      
      

 ALTERNATIVE PAYMENT RESOURCE & REFERRAL TOTAL 
      
      
 FEDERAL STATE  STATE  
 BLOCK GRANT GENERAL FEDERAL GENERAL  
      
Fund Balance - July 1, 200X  $                        $                     $                     $                        $                    
      
Excess of Revenues Over Expenditures       
   and Other Uses                      -0-                    -0-                    -0-                      -0-                   -0-
      
Fund Balance - June 30, 200X  $                  -0-  $                -0-  $                -0-  $                  -0-  $               -0-
      
      
      
      
      
      
      
      
      
The accompanying notes are an integral part of the financial statements.   
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City  of  Cheyenne 
Child  Development  Fund 

 
NOTES TO FINANCIAL STATEMENTS 

 
June 30, 200X 

 
 
 
 
 
NOTE 1 GENERAL INFORMATION: 
 
 The financial statements present only the City of Cheyenne Child Development Fund.  For 

additional information regarding the City of Cheyenne, please refer to the audited financial 
statements available from the City of Cheyenne.  The Child Development Fund receives 
program contracts from the California Department of Education and the West County 
Department of Social Services.  The City provides referral and other related services for 
parents seeking childcare and subsidizes the cost of childcare for eligible families. 

 
 
NOTE 2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: 
 
 A. Fund Accounting: 

 
 To ensure observance of limitations and restrictions placed on the use of resources 

available to the City, the accounts are maintained in accordance with the principles of 
fund accounting.  Fund accounting is the procedure by which resources for various 
purposes are classified for accounting and reporting purposes into funds established in 
accordance with their nature and purpose. 

 
  The following governmental fund type is used for childcare grants: 
 
  Special Revenue Fund  -  Special Revenue Funds are used to account for the proceeds 

of specific revenue sources that are legally restricted to expenditures for specific 
purposes. 

 
 B. Basis of Accounting: 
 
  The financial statements of the City of Cheyenne Child Development Fund have been 

prepared on the modified accrual basis of accounting.  Under the modified accrual 
basis of accounting, revenues are recognized when they become both measurable and 
available.  Expenditures are generally recognized when the related fund liability is 
incurred. 

 
  Grant funds are considered earned to the extent of expenditures made under the 

provisions of the grant. 
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City  of  Cheyenne  
Child  Development  Fund 

 
NOTES TO FINANCIAL STATEMENTS 

 
June 30, 200X 

 
 
 
 
NOTE 2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued): 
 
 C. Cash: 
 
  The City of Cheyenne maintains a cash and investment pool that is available for use by 

all funds.  Separate cash balances for individual contracts within the Child 
Development Fund are not maintained by the City of Cheyenne.  Cash balances for 
individual contracts are determined from cash receipt and cash disbursement records of 
the individual contracts. 

 
 
NOTE 3 ACCUMULATED VACATION & SICK LEAVE: 
 
 Accumulated unpaid employee vacation benefits are recognized as liabilities.  The liability is 

recognized in the General Fund and, therefore, not presented herein.  Vested leave time 
earned by employees and expected to be liquidated with expendable available financial 
resources has been recorded as a human resources cost in the program to which it relates. 

 
 Sick leave benefits are accumulated for each employee.  The employees do not gain a vested 

right to unused accumulated sick leave, therefore they are not recognized as liabilities of the 
City.  Sick leave benefits are recorded as expenditures in the period in which they are taken. 

 
 
NOTE 4 PENSION PLAN: 
 
 Plan Description.  The City of Cheyenne’s defined benefit pension plan provides retirement 

and disability benefits, annual cost-of-living adjustments, and death benefits to plan 
members and beneficiaries.  The miscellaneous plan (plan) is part of the Public Agency 
portion of the California Public Employees Retirement System (CalPERS), an agent 
multiple-employer plan administered by CalPERS, which acts as a common investment and 
administrative agent for participating public employers within the State of California.  State 
statutes within the Public Employees’ Retirement Law establish a menu of benefit provisions 
as well as other requirements.  The City selects optional benefit provisions from the benefit 
menu by contract with CalPERS and adopts those benefits through local ordinance (other 
local methods).  CalPERS issues a separate comprehensive annual financial report.  Copies 
of the CalPERS annual financial report may be obtained from the CalPERS Executive Office 
- P.O. Box 942709, Sacramento, CA 94229-2709. 
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City  of  Cheyenne  
Child  Development  Fund 

 
NOTES TO FINANCIAL STATEMENTS 

 
June 30, 200X 

 
 
 
 
NOTE 4 PENSION PLAN (Continued): 
 
 Funding Policy:  Active plan members are required to contribute 7% of their annual covered 

salary.  The City makes the contributions required of City’s employees on their behalf and 
for their account.  The City is required to contribute the actuarially determined remaining 
amounts necessary to fund the benefits for its members.  The actuarial methods and 
assumptions used are those adopted by the CalPERS Board of Administration.  The required 
employer contribution rate for fiscal 200X/200X was 5.294%.  The contribution 
requirements of the plan members are established by State statute and the employer 
contribution rate is established and may be amended by CalPERS. 

 
 Annual Pension Cost:  For fiscal year 200X/200X, the City’s annual pension cost was 

$825,000.  The required contribution for the fiscal year 200X/200X was determined as part 
of the June 30, 1997 actuarial valuation using the entry age normal actuarial cost method 
with the contributions determined as a percent of pay.  The actuarial assumptions included 
(a) 8.5% investment rate of return (net of administrative expenses), and (b) projected salary 
increases that vary by duration of service ranging from 4.5% to 14.95% for miscellaneous 
members.  Both (a) and (b) include an inflation component of 4.5%.  The actuarial value of 
the plan’s assets was determined using a technique that smoothes the effect of short-term 
volatility in the market value of investments over a two to five year period depending on the 
size of investment gains and/or losses.  The plan’s unfunded actuarial accrued liability (or 
excess assets) is being amortized as a level percentage of projected payroll on a closed basis.  
The remaining amortization period at June 30, 1998 was 13 years. 

 
 The total pension expense charged to the fund was $67,000. 
 
 Three-Year Trend Information for City of Cheyenne Miscellaneous Plan: 
 
           Percentage 
        Fiscal Year           Annual Pension               Of APC    Net Pension 
           Ending         Cost (APC)         Contributed     Obligation  
 
  6/30/96  $ 2,830,300  100.0 $ 0 
  6/30/97   3,106,700  100.0  0 
  6/30/98   3,150,600  100.0  0 
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City  of  Cheyenne  
Child  Development  Fund 

 
NOTES TO FINANCIAL STATEMENTS 

 
June 30, 200X 

 
 
 
 
NOTE 4 PENSION PLAN (Continued): 

 
Required Supplementary Information 

 
Funded Status of Plan 

 
                Unfunded 
                        Actuarial 
     Entry Age            Accrued 
       Normal     Actuarial    Unfunded/          Annual     Liability 
   Valuation     Accrued     Value of  (Over funded)      Funded     Covered      as a % 
       Date     Liability       Assets     Liability        Ratio      Payroll    of Payroll  
 
  6/30/96  $ 34,587,900 $ 35,187,400 ($ 599,500)  101.7% $ 13,735,900  (4.364%) 
  6/30/97   39,300,400  40,125,400 ( 825,000)  102.1%  12,128,300  (6.802%) 
  6/30/98   40,525,700  41,011,000 ( 485,300)  100.2%  12,404,900  (3.912%) 
   
 
NOTE 5 PARENT FEES: 
 
 Parent fees represent the portion of childcare expenses that are to be paid by parents who do 

not qualify for the full subsidy.  The parents pay the City of Cheyenne Child Development 
Fund directly for their portion of the childcare expenses. 

 
NOTE 6 AUDIT FEES: 
 
 The audit fee of $17,500 has been accrued as allowed by grantor agencies, even though these 

services will be performed in the subsequent period.  This is not in accordance with 
generally accepted accounting principles, but is not considered material in relationship to the 
program taken as a whole. 

 
 
NOTE 7 RENT: 
 
 The City of Cheyenne provides the Resource and Referral Child Development Programs 

with space at no charge.  Building maintenance expense is allocated to these Programs based 
on square footage.  The Alternative Payment Child Development Programs are housed in 
County Buildings.  Rent is charged to these Programs on the basis of square footage utilized.  
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City  of  Cheyenne  
Child  Development  Fund 

 
NOTES TO FINANCIAL STATEMENTS 

 
June 30, 200X 

 
 
 
 
NOTE 8 COST ALLOCATION OF EXPENSES: 
 

The City of Cheyenne Child Development Fund allocates all costs based on a method that 
best represents the benefits received and/or costs expensed.  Accordingly, the City of 
Cheyenne Child Development Fund uses several standard methods of expense allocations: 
 
Direct Charge: Not a shared cost.  All actual costs are directly identified with and 

charged to the program. 
 
Staff Time: Shared cost.  Actual costs are allocated to each program based on the 

total actual staff time spent on each program. 
 
Square Footage: Shared cost.  Actual costs are allocated based upon the percentage of 

total actual square footage used by each program, and the amount of 
time each program is conducted. 

 
Number Served: Shared cost.  Actual costs are allocated to each program based upon the 

percentage of total actual children served by the program. 
 
There were no indirect costs in the City of Cheyenne Child Development Fund in the fiscal 
year ending June 30, 200X. 
 
Alternative Payment Program: 
 
Shared costs for the Alternative Payment Program will be allocated using the “Numbers 
Served” method of allocation.  The total number of children by program type are collected at 
the beginning of each month and each program’s percentage of the whole are determined.  
These percentages are then used to allocate the month’s shared expenditures such as shared 
supplies and other operating expenses. 
 
Resource & Referral Program: 
 
Shared costs for the Resource & Referral Program are allocated using the “Staff Time” 
method of allocation. 
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City  of  Cheyenne  
Child  Development  Fund 

 
NOTES TO FINANCIAL STATEMENTS 

 
June 30, 200X 

 
 
 
 
NOTE 9 SELF-INSURANCE: 
 
 The City is self-insured for public liability and property damage and worker's compensation 

claims on the first $25,000 of any accident.  The City carries liability insurance in excess of 
the $25,000 self-insurance amount up to $10,000,000.  Estimated losses on claims are 
charged to the expense, in the period the loss is determinable, in the proprietary funds of the 
City.  A liability is recorded in the general long-term debt account group for the City’s 
governmental fund types when payment of the claim is expected to be made out of future 
resources.  If they are to be paid out of current resources, they are recorded in the respective 
funds. 

 
 
NOTE 10 RESERVE FUNDS: 
 
 Child development contractors with the California Department of Education (CDE) are 

allowed to maintain a reserve account from earned but unexpended child development 
contract funds.  Only direct service child development programs that are funded under 
contract with the CDE can expend the funds.  In accordance with the stipulations of the 
Education Code, the City of Cheyenne Child Development Fund maintains its reserve 
accounts in interest-bearing funds, and all interest earned is recorded in the appropriate 
reserve funds.  Upon termination of all child development contracts between the City of 
Cheyenne Child Development Fund and the CDE, reserve fund balances must be returned to 
the CDE. 

 
Transfers from a reserve account are considered restricted income for child development 
programs, but may be applied to any of the contracts that are eligible to contribute to that 
particular program type.  The balances at June 30, 200X in the Alternative Payment and 
Resource & Referral programs were $27,000 and $5,000, respectively. 

 
 
NOTE 11 CONTINGENCIES: 
 
 The City of Cheyenne Child Development Fund receives state and federal funds for specific 

purposes that are subject to review and audit by the grantor agencies.  Although such audits 
could result in disallowed expenditures under terms of the grants, it is believed that any 
repayments resulting from disallowances will not be material. 
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City  of  Cheyenne  
Child  Development  Fund 

 
NOTES TO FINANCIAL STATEMENTS 

 
June 30, 200X 

 
 
 

 
NOTE 12 RESTRICTION ON INTERFUND BORROWINGS: 

 
The California Department of Education prohibits interfund borrowings of any revenues 
received through a State of California contract to programs funded by other sources. 
 
 

NOTE 13 FUNDING OF DEFICITS: 
 

The General Fund of the City of Cheyenne is responsible for offsetting deficits, should any 
result in a future period, from revenues inadequate to cover expenditures in the City of 
Cheyenne Child Development Fund.   
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City of Cheyenne 
Child Development Fund 

 
GENERAL INFORMATION 

 
Fiscal Year Ended June 30, 200X 

 
 

Full official name of the Agency:  City of Cheyenne 
 
Type of Agency:  Public Organization 
 
Address of Agency Headquarters: 
 
  City of Cheyenne 
  700 Capitol Ave. 
  Cheyenne, CA  90000 
 
Names and address of Chief Executive Officer, Business Officer, or Accountant: 
 
  Ms. B.B. Cody  
  Fiscal Services Director  
  City of Cheyenne  
  700 Capitol Ave 
  Cheyenne, CA  90000  
 
Period Covered by Audit:  July 1, 200X through June 30, 200X 
 
Number of Days of Agency Operation:  252 
 
Scheduled Hours of Operation Each Day:  8:00 AM - 5:00 PM, 9 hours per day 
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City of Cheyenne 

Child Development Fund 
       

SCHEDULE OF EXPENDITURES BY STATE CATEGORIES 
June 30, 200X 

       
  ALTERNATIVE PAYMENT RESOURCE AND TOTAL 
    REFERRAL  
  FEDERAL STATE    
  BLOCK GRANT GENERAL FEDERAL GENERAL  
       
1000 CERTIFICATED SALARIES      
1100 Teacher's Salaries $             100,850  $    25,000 $      8,150  $    51,990  $    185,990 
1300 Supervisor's Salaries                  45,500         5,000            700          3,800          55,000 
2000 CLASSIFIED SALARIES      
2100 Instructional Aides                170,250       16,000         8,250        31,610        226,110 
2300 Clerical & Other Office Personnel                  41,400         4,000         1,500          7,600          54,500 
3000 EMPLOYEE BENEFITS      
3300 Old Age, Survivors, Disability &      

   Health Insurance                  90,280       13,200         4,850        25,000        133,330 
3500 State Unemployment Insurance                    3,000            400            140             800            4,340 
3600 Workers' Compensation Insurance                    4,820            700            210          1,400            7,130 
4000 BOOKS, SUPPLIES & EQUIPMENT                          -       
4300 Instructional Material and Supplies                          -       
4900 Other Supplies                121,900       14,600         1,790          9,800        148,090 
5000 SERVICES AND OTHER OPERATING                          -       

    EXPENSES                          -       
5100 Contracts for Personal Services                           -       

   (Including Provider Payments)             3,142,000     400,000              -0-      3,542,000 
5200 Travel, Conference & Other Exp.                    4,900            600             500          2,300            8,300 
5300 Dues                       810            100            100             350            1,360 
5400 Insurance                    7,950            900            800          3,800          13,450 
5500 Utilities & Housekeeping Services                  28,850         3,300         2,900        13,450          48,500 
5600 Contracts, Rents and Leases                123,100       14,500       12,200        57,900        207,700 
5700 Legal, Election and Audit Expense                  14,400         1,700         1,400          6,700          24,200 
6000 CAPITAL OUTLAYS                                 
6400 New Equipment                           0                0                0                 0                   0 

 Sub-total $          3,900,010 $  500,000 $    43,490  $  216,500  $ 4,660,000 
 Less: Non-Reimbursable Expenditures                          -                -               -                -                  -

 Total Reimbursable Expenditures $          3,900,010 $  500,000 $    43,490  $  216,500  $ 4,660,000 
       
We have examined the claims filed for reimbursement and the original supporting records covering the 
transactions under these contracts to an extent considered necessary to assure ourselves that the amounts 
claimed by the City were proper.      
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   CDE Contract Summary 
     
  City of Cheyenne Child Development Fund   

     
                      Fiscal Year End:  June 30, 2000X   
     
    
    Maximum 

Audited Final Attendance   Contract Reimbursable
and Fiscal Report  CDE Program Name Number Amount 

     
AUD 9500-AP  Federal Block Grant FAPPxxxx $1,073,000 
AUD 9500-AP  General - Alternative Payment GAPPxxxx $477,000 

AUD 2507  Federal Block Grant - R&R FBRRxxxx $50,000 
AUD 2507  General Program - R&R GFRRxxxx $225,000 

     
  Total  $1,825,000 
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Agency Name: City of Cheyenne  Vendor No. Z999

Fiscal Year End: June 30, 200X Contract No. FAPPxxxx

Independent Auditor's Name: C.J. and Associates, Inc., CPA's

Column B

AUDIT ADJUSTMENT INCREASE
OR (DECREASE)

306
308
339

Other: 312
311 0
310
329

Other: 362

390 $0

1000 Certificated Salaries 402
2000 Classified Salaries 404

406
408
412
413
414
416
439

Start-Up Expenses (service level exemption) 447
Indirect Costs -- Rate: 0.00% 459

Other: 489

490 $0
690 $0

DAYS OF OPERATION 169

AUD 9500-AP  Page 1 of 1  (3/2002) 21

2,442,010
0

0

$27,000$27,000
0

146,350146,350

NON-RESTRICTED INCOME
Parent fees for noncertified children 356

TRANSFER FROM RESERVE FUND
FAMILY FEES FOR CERTIFIED CHILDREN 20,000

349

$880,000

INTEREST EARNED ON CHILD DEVELOPMENT 
CONTRACT PAYMENTS

TOTAL REVENUE

401

SECTION II - EXPENSES

$0 $880,000Direct Payments to Providers
REIMBURSABLE EXPENSES

0
0

0
0

4000 Books and Supplies
98,1003000 Employee Benefits

211,650

121,900

211,650
98,100

121,900

Child Care Food/National School Lunch Program
RESTRICTED PROGRAM INCOME

0

302

SUBTOTAL

$0

Maintenance of Effort

Restricted income for operating costs
Cal Learn Program

6100-6500 Nonreimbursable capital outlay

TOTAL EXPENSES
TOTAL ADMINISTRATIVE COST (included above)

0

$81,000

COMMENTS - If necessary, attach additional sheet(s) to explain information contained in this report:

479

$81,000
$3,900,010$3,900,010

0
NONREIMBURSABLE EXPENSES

0

6400 New Equipment (program-related )

Depreciation or Use Allowance
6500 Equipment Replacement (program-related)

AUDITED FINAL FISCAL REPORT
for Alternative Payment or Family Child Care Home Programs

SECTION I - REVENUE EDP  
NO.

Column A Column C
CUMULATIVE FISCAL YEAR 

PER AUDIT
CUMULATIVE FISCAL 
YEAR PER AGENCY

5000 Services and Other Operating Expenses
6100/6200 Other Approved Capital Outlay

2,442,010

$0 $0

7,0007,000

0
0

0

252 252

0
0

20,000

0



Agency Name: City of Cheyenne  Vendor No. Z999

Fiscal Year End: June 30, 200X Contract No. GAPPxxxx

Independent Auditor's Name: C.J. and Associates, Inc., CPA's

Column B

AUDIT ADJUSTMENT INCREASE
OR (DECREASE)

306
308
339

Other: 312
311 0
310
329

Other: 362

390 $5,000

1000 Certificated Salaries 402
2000 Classified Salaries 404

406
408
412
413
414
416
439

Start-Up Expenses (service level exemption) 447
Indirect Costs -- Rate: 0.00% 459

Other: 489

490 $0
690 $0

DAYS OF OPERATION 169

AUD 9500-AP  Page 1 of 1  (3/2002) 22

252 252

0
0

18,000

0

$0 $0

5,0000 5,000

0
0

0

5000 Services and Other Operating Expenses
6100/6200 Other Approved Capital Outlay

21,100

AUDITED FINAL FISCAL REPORT
for Alternative Payment or Family Child Care Home Programs

SECTION I - REVENUE EDP  
NO.

Column A Column C
CUMULATIVE FISCAL YEAR 

PER AUDIT
CUMULATIVE FISCAL 
YEAR PER AGENCY

6400 New Equipment (program-related )

Depreciation or Use Allowance
6500 Equipment Replacement (program-related)

$500,000

0
NONREIMBURSABLE EXPENSES

0

Added Interest Earned on Child Development contract payments that had been omitted in error.

6100-6500 Nonreimbursable capital outlay

TOTAL EXPENSES
TOTAL ADMINISTRATIVE COST (included above)

0

$62,650

COMMENTS - If necessary, attach additional sheet(s) to explain information contained in this report:

479

$62,650
$500,000

Child Care Food/National School Lunch Program
RESTRICTED PROGRAM INCOME

0

302

SUBTOTAL

$0

Maintenance of Effort

Restricted income for operating costs
Cal Learn Program

4000 Books and Supplies
14,3003000 Employee Benefits
20,000

14,600

20,000
14,300
14,600

0
0

0
0

$400,000

INTEREST EARNED ON CHILD DEVELOPMENT 
CONTRACT PAYMENTS

TOTAL REVENUE

401

SECTION II - EXPENSES

$0 $400,000Direct Payments to Providers
REIMBURSABLE EXPENSES

NON-RESTRICTED INCOME
Parent fees for noncertified children 356

TRANSFER FROM RESERVE FUND
FAMILY FEES FOR CERTIFIED CHILDREN 18,000

349

21,100
0

0

$23,000$18,000
0

30,00030,000



Agency Name:  Vendor No. Z999

Fiscal Year End: Contract No.

Independent Auditor's Name:

Column B

AUDIT ADJUSTMENT INCREASE
OR (DECREASE)

339

Other (Specify): 312

311 0
310

Other (Specify):
390 $0

1000 Certificated Salaries
2000 Classified Salaries 404

3000 Employee Benefits 406

4000 Books and Supplies 408

5000 Services and Other Operating Expenses 412

6100/6200 Other Approved Capital Outlay 413

6400 New Equipment (program-related ) 414

6500 Equipment Replacement (program-related) 416

Depreciation or Use Allowance 439

Indirect Costs -- Rate: 0.00% 459

NONREIMBURSABLE EXPENSES
6100-6500 Nonreimbursable capital outlay
Other (Specify): 489

490 $850

AUD 2507  Page 1 of 1  (3/2002) 23

0
0

0

Maintenance of Effort

NON-RESTRICTED INCOME

SUBTOTAL
TRANSFER FROM RESERVE FUND

362

490

0

$0

490

Restricted income for operating costs $0

AUDITED FINAL FISCAL REPORT
for Resource and Referral Programs

SECTION I - REVENUE EDP  
NO.

Column A Column C
CUMULATIVE FISCAL 
YEAR PER AGENCY

CUMULATIVE FISCAL YEAR 
PER AUDIT

Adjusted Certificated Salaries due to math error when recording transaction.

TOTAL EXPENSES

COMMENTS - If necessary, attach additional sheet(s) to explain information contained in this report:

$43,490$42,640

REIMBURSABLE EXPENSES

479

$8,850

RESTRICTED PROGRAM INCOME

0

308

349

INTEREST EARNED ON CHILD DEVELOPMENT 
CONTRACT PAYMENTS

TOTAL REVENUE

0

5,200

17,900

5,200

402 $8,000 $850
9,750

1,790
17,900

9,750

0

1,790

0

0
0
0
0

0

SECTION II - EXPENSES

City of Cheyenne

June 30, 200X FBRRxxxx

C.J. and Associates, Inc., CPA's

$490$490
0

$0



Agency Name:  Vendor No. Z999

Fiscal Year End: Contract No.

Independent Auditor's Name:

Column B

AUDIT ADJUSTMENT INCREASE
OR (DECREASE)

339

Other (Specify): 312

311 0
310

Other (Specify):
390 $0

1000 Certificated Salaries
2000 Classified Salaries 404

3000 Employee Benefits 406

4000 Books and Supplies 408

5000 Services and Other Operating Expenses 412

6100/6200 Other Approved Capital Outlay 413

6400 New Equipment (program-related ) 414

6500 Equipment Replacement (program-related) 416

Depreciation or Use Allowance 439

Indirect Costs -- Rate: 0.00% 459

NONREIMBURSABLE EXPENSES
6100-6500 Nonreimbursable capital outlay
Other (Specify): 489

490 $0

AUD 2507  Page 1 of 1  (3/2002) 24

0
0

0

Maintenance of Effort

NON-RESTRICTED INCOME

SUBTOTAL
TRANSFER FROM RESERVE FUND

362

850

$1,250

0

Restricted income for operating costs $1,250

AUDITED FINAL FISCAL REPORT
for Resource and Referral Programs

SECTION I - REVENUE EDP  
NO.

Column A Column C
CUMULATIVE FISCAL 
YEAR PER AGENCY

CUMULATIVE FISCAL YEAR 
PER AUDIT

TOTAL EXPENSES

COMMENTS - If necessary, attach additional sheet(s) to explain information contained in this report:

$216,500$216,500

REIMBURSABLE EXPENSES

479

$55,790

RESTRICTED PROGRAM INCOME

1,250

308

349

INTEREST EARNED ON CHILD DEVELOPMENT 
CONTRACT PAYMENTS

TOTAL REVENUE

1,250

27,200

84,500

27,200

402 $55,790
39,210

9,800
84,500

39,210

0

9,800

0

0
0
0
0

0

SECTION II - EXPENSES

City of Cheyenne

June 30, 200X GFRRxxxx

C.J. and Associates, Inc., CPA's

$2,100$2,100
0

850

$0



Agency Name:

Fiscal Year End:                    Vendor No.

Federally Insured Bank Name:           Bank Account No.

Independent Auditor's Name:

COLUMN B
AUDIT ADJUSTMENT INCREASE 

OR (DECREASE)

BEGINNING CASH BALANCE - Last Fiscal Year's
Ending Cash Balance (Not from CDFS 9530)

FROM CONTRACT(S) - During Current Fiscal Year:
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.

0

SUBTOTAL 0

Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.

0

$0

AUD 9530-A (AP)  Page 1 of 1  (5/2002) 25

26,000

0

0
0

0
0

0

0
0

PLUS CASH TRANSFERRED TO RESERVE ACCOUNT

Z999

Bank of Money xxxxx-xxxxx

C.J. and Associates, Inc., CPA's

$26,000 $0 $26,000

LESS CASH TRANSFERRED FROM RESERVE ACCOUNT
TO CONTRACT(S) - During Current Fiscal Year:

0
0

AUDITED FINAL RESERVE ACCOUNT CASH ACTIVITY REPORT
for Alternative Payment Programs

ALTERNATIVE PAYMENT RESERVE ACCOUNT PER AGENCY'S ACCOUNTING 
LEDGER PER AUDIT

COLUMN A COLUMN C

City of Cheyenne

June 30, 200X

0
0

0
0

1,000

0

0
0

0

PLUS INTEREST CREDITED TO RESERVE

Total Transferred to Reserve Account

Total Transferred from Reserve Account

0

1,000

26,000

ACCOUNT - During Current Fiscal Year

0
0

0

0

0

ENDING CASH BALANCE - This Fiscal Year $27,000

COMMENTS - If necessary, attach additional sheet(s) to explain information contained in this report:

$27,000



Agency Name:

Fiscal Year End:                    Vendor No.

Federally Insured Bank Name:           Bank Account No.

Independent Auditor's Name:

COLUMN B
AUDIT ADJUSTMENT INCREASE 

OR (DECREASE)

BEGINNING CASH BALANCE - Last Fiscal Year's
Ending Cash Balance (Not from CDFS 9530)

FROM CONTRACT(S) - During Current Fiscal Year:
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.

0

SUBTOTAL 0

Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.
Contract No.

0

$0

AUD 9530-A (RR)  Page 1 of 1  (5/2002) 26

3,500
0

FBRRxxxx 3,500

RESOURCE AND REFERRAL RESERVE ACCOUNT
COLUMN A COLUMN C

PER AGENCY'S ACCOUNTING 
LEDGER PER AUDIT

Bank of Money xxxxx-xxxxx

C.J. and Associates, Inc., CPA's

June 30, 200X Z999

for Resource and Referral Programs
AUDITED FINAL RESERVE ACCOUNT CASH ACTIVITY REPORT

City of Cheyenne

$1,000 $0 $1,000

PLUS CASH TRANSFERRED TO RESERVE ACCOUNT

0
0

0

0
0
0
0

0
3,500 3,500Total Transferred to Reserve Account

4,500 4,500

500ACCOUNT - During Current Fiscal Year

LESS CASH TRANSFERRED FROM RESERVE ACCOUNT

PLUS INTEREST CREDITED TO RESERVE
500

0
0

TO CONTRACT(S) - During Current Fiscal Year:

0
0
0
0
0
0
0
0

COMMENTS - If necessary, attach additional sheet(s) to explain information contained in this report:

0 0

$5,000 $5,000

Total Transferred from Reserve Account

ENDING CASH BALANCE - This Fiscal Year



 

 

 
      
      

City of Cheyenne 
Child Development Fund 

      
COMBINING SCHEDULE OF ADMINISTRATIVE COSTS 

      
For the Fiscal Year Ended June 30, 200X 

      
   RESOURCE AND  
 ALTERNATIVE PAYMENT REFERRAL  TOTAL 
      
 FEDERAL STATE  STATE  
 BLOCK GRANT GENERAL FEDERAL GENERAL  
      
Salaries  $                40,000 $          36,750 $                $                 $    76,750 
Employee Benefits                    16,000               9,600          25,600 
Travel, Conference & Other Exp                      1,300                  600            1,900 
Dues                         200                  100               300 
Insurance                         800                  700            1,500 
Utilities & Housekeeping Services                      4,000               2,500            6,500 
Contracts, Rents and Leases                    15,000             10,700          25,700 
Audit Expense                      3,700               1,700                                              5,400 
      
  $                81,000 $          62,650  $          -0-  $           -0-  $  143,650 
      
Indirect Costs                            -                       -                 -                  -                  -   
      
Total Administrative Costs  $                81,000 $          62,650  $           -    $            -    $  143,650 
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City  of  Cheyenne 
Child  Development  Fund 

 
SCHEDULE OF EQUIPMENT EXPENDITURES 

UTILIZING CONTRACT FUNDS 
 

For the Fiscal Year Ended June 30, 200X 
 
           Expenditures     Expenditures 
                 *Footnote (5)       Over $7,500     Over $7,500 
             Expenditures Under    Unit Cost With  Unit Cost Without 
                $7,500 Unit Cost    CDD Approval    CDD Approval  
Program     Contract Number     Cost             Item     Cost     Item    Cost     Item  
 
Federal Block Grant  FAPPxxxx $ 0 None $ 0 None $ 0 None 
 
General - Alternative 
 Payment GAPPxxxx   0 None  0 None  0 None 
 
Federal Block Grant 
 - R & R FBRRxxxx  0 None  0 None  0 None 
 
General Program - 
 R & R GFRRxxxx  0 None  0 None  0 None 
 
 
   $ 0  $ 0  $ 0 
 
 
 
* Note (5):  The City of Cheyenne changed their capitalization policy as of July 1, 200X to capitalize items over $5,000 only.  No 

items purchased for a single program exceeded this amount. 
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City  of  Cheyenne 

Child  Development  Fund 
 

SCHEDULE OF REPAIR AND RENOVATION EXPENDITURES 
UTILIZING CONTRACT FUNDS 

 
For the Fiscal Year Ended June 30, 200X 

 
 

No repair or renovation expenditures were incurred in the fiscal year ended June 30, 200X. 
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City  of  Cheyenne 

Child  Development  Fund 
 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
 

For the Fiscal Year Ended June 30, 200X 
 
 
A. SUMMARY OF AUDIT RESULTS 
 
 1. The auditor’s report expresses an unqualified opinion on the basic financial statements of City of 

Cheyenne Child Development Fund. 
 
 2. No reportable conditions relating to the audit of the financial statements are reported in the Report 

on Compliance and on Internal Control Over Financial Reporting Based on an Audit of Financial 
Statements Performed in Accordance with Government Auditing Standards. 

 
 3. During the audit, no material weaknesses were identified in the internal control over financial 

reporting. 
 
 4. No instances of noncompliance material to the financial statements of City of Cheyenne Child 

Development Fund were disclosed during the audit. 
 
 5. No reportable conditions relating to the audit of the major federal award programs are reported in 

the Report on Compliance with Requirements Applicable to Each Major Program and Internal 
Controls Over Compliance in Accordance with OMB Circular A-133. 

 
 6. During the audit, no material weaknesses were identified in the internal control over major 

programs. 
 
 7. The auditor’s report on compliance for the major federal award programs for City of Cheyenne 

Child Development Fund expresses an unqualified opinion. 
 
 8. There were no audit findings relative to the major federal award programs for City of Cheyenne 

Child Development Fund that are required to be reported in accordance with section 510(a) of 
Circular A-133. 

 
 9. The programs tested as major programs were: 
   CFDA Number  Name of Federal Program 
   93.575 HHS – Community Development Block Grant 
  
   93.558 HHS – Temporary Assistance for Needy Families 
 
 10. The threshold for distinguishing Types A and B programs was $300,000. 
 
 11. City of Cheyenne Child Development Fund was determined to be a low-risk auditee. 
 
 

30 



 

  

 
City of Cheyenne Child Development Fund 

 
SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

(Continued) 
 

For the Fiscal Year Ended June 30, 200X 
 
 
 

 
B. FINDINGS - FINANCIAL STATEMENTS AUDIT 
 
 None 
 
C. FINDINGS AND QUESTIONED COSTS - MAJOR FEDERAL AWARD PROGRAMS AUDIT 
 
 None 
 
D. STATUS OF FINDINGS AND QUESTIONED COSTS - MAJOR FEDERAL AWARD 

PROGRAMS 
 
 There were no findings in the prior year. 
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City  of  Cheyenne 
Child  Development  Fund 

 
SCHEDULE OF EXPENDITURES OF FEDERAL AND NONFEDERAL AWARDS 

 
For the Fiscal Year Ended June 30, 200X 

 
        Pass-Through 
         Federal       Entity      Grant 
 Federal Grantor/Pass-Through        CFDA    Identifying     Revenue        Federal 
            Grantor/Program     Number      Number   Recognized  Expenditures 
Federal:           
 Department of Health and Human  
  Services: 
 Passed through State of California:         
         
  Alternative Payment         
    
   CCDBG  93.575 / 93.596  FAPPxxxx   $3,766,200  $3,900,010 
          
  Resource and Referral         
   Child Care & Development Block     
       Grant (CCDBG)  93.575 / 93.596 FBRRxxxx   44,500  43,490 
         
 Total Federal Expenditures        $ 1,144,990 
  
 
           Grantor      Grant      Non- 
 Nonfederal Grantor/Pass-Through       Identifying       Revenue     Federal 
       Grantor/Program        Number   Recognized  Expenditures 
State of California Child Development Services:         
  Alternative Payment General     GAPPxxxx  $ 477,000 $ 500,000 
     
  Resource and Referral    GFRRxxxx   217,900  220,000 
       
   Total State Expenditures        $ 720,000 
  
 

Note to the Schedule of Expenditures of Federal and Nonfederal Awards 
For the Year Ended June 30, 200X 

 
Note 1.  Basis of Presentation 
 
The accompanying schedule of expenditures of federal and nonfederal awards includes the federal 
grant activity of the City of Cheyenne Child Development Fund and is presented on the accrual basis of 
accounting.  The information in this schedule is presented in accordance with the requirements of 
OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations.  Therefore, 
some amounts presented in this schedule may differ from amounts presented in, or used in the 
preparation of, the basic financial statements. 
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REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCIAL 
REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED 

IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS 
 
 
 
City Council 
City of Cheyenne 
Cheyenne, California 
 
We have audited the financial statements of City of Cheyenne Child Development Fund of the 
City of Cheyenne, California, as of and for the year ended June 30, 200X, and have issued our 
report thereon dated September 29, 200X.  We conducted our audit in accordance with auditing 
standards generally accepted in the United States of America and the standards applicable to 
financial audits contained in Government Auditing Standards, issued by the Comptroller General of 
the United States. 
 
Compliance 
 
As part of obtaining reasonable assurance about whether the financial statements of the City of 
Cheyenne Child Development Fund of the City of Cheyenne, California are free of material 
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, 
contracts and grants, noncompliance with which could have a direct and material effect on the 
determination of financial statement amounts.  However, providing an opinion on compliance with 
those provisions was not an objective of our audit and, accordingly, we do not express such an 
opinion.  The results of our tests disclosed no instances of noncompliance that are required to be 
reported under Government Auditing Standards. 
 
Internal Control Over Financial Reporting 
 
In planning and performing our audit, we considered City of Cheyenne Child Development Fund 
of the City of Cheyenne, California internal control over financial reporting in order to determine 
our auditing procedures for the purpose of expressing our opinion on the financial statements and 
not to provide assurance on the internal control over financial reporting.  Our consideration of the 
internal control over financial reporting would not necessarily disclose all matters in the internal 
control over financial reporting that might be material weaknesses.  A material weakness is a 
condition in which the design or operation of one or more of the internal control components does 
not reduce to a relatively low level the risk that misstatement in amounts that would be material in  
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REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCIAL 
REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED 

IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS 
(Continued) 

 
 
relation to the financial statements being audited may occur and not be detected within a timely 
period by employees in the normal course of performing their assigned functions.   
 
We noted no matters involving the internal control over financial reporting and its operations that 
we consider to be material weaknesses.  However, we noted other matters involving the internal 
control over financial reporting, which we have reported to management of City of Cheyenne 
Child Development Fund of the City of Cheyenne, California, in a separate letter dated 
September 29, 200X. 
 
This report is intended solely for the information and use of the city council, management, the 
California Department of Education and federal awarding agencies and pass-through entities.  
However, this report is a matter of public record and its distribution is not limited.  
 
 
 
C.J. AND ASSOCIATES, INC. 
Certified Public Accountants 
 
September 29, 200X 
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REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE 
TO EACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER 

COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133 
 
 
 

City Council 
City of Cheyenne 
Cheyenne, California 
 
Compliance 
We have audited the compliance of the City of Cheyenne Child Development Fund of the 
City of Cheyenne, California, with the types of compliance requirements described in the U. S. 
Office of Management and Budget (OMB) Circular A-133 Compliance Supplement that are 
applicable to each of its major federal programs for the fiscal year ended June 30, 200X.  Major 
federal programs of the City of Cheyenne Child Development Fund of the City of Cheyenne, 
California are identified in the summary of auditor’s results section of the accompanying 
Schedule of Findings and Questioned Costs (Schedule xx).  Compliance with the requirements of 
laws, regulations, contracts, and grants applicable to each of its major federal programs is the 
responsibility of management of the City of Cheyenne Child Development Fund of the City of 
Cheyenne, California.  Our responsibility is to express an opinion on City of Cheyenne Child 
Development Fund’s compliance based on our audit. 
 
We conducted our audit of compliance in accordance with auditing standards generally accepted 
in the United States of America; the standards applicable to financial audits contained in 
Government Auditing Standards, issued by the Comptroller General of the United States; and 
OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations.  
Those standards and OMB Circular A-133 require that we plan and perform the audit to obtain 
reasonable assurance about whether noncompliance with the types of compliance requirements 
referred to above that could have a direct and material effect on a major federal program 
occurred.  An audit includes examining, on a test basis, evidence about compliance of the City of 
Cheyenne Child Development Fund of the City of Cheyenne, California with those 
requirements and performing such other procedures, as we consider necessary in the 
circumstances.  We believe that our audit provides a reasonable basis for our opinion.  Our audit 
does not provide a legal determination on the City of Cheyenne Child Development Fund’s 
compliance with those requirements. 
 
In our opinion, the City of Cheyenne Child Development Fund of the City of Cheyenne, 
California complied, in all material respects, with the requirements referred to above that are 
applicable to each of its major federal programs for the year ended June 30, 200X. 
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REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE 
TO EACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER 

COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133 
(Continued) 

 
 
Internal Control Over Compliance 
The management of the City of Cheyenne Child Development Fund of the City of 
Cheyenne, California, is responsible for establishing and maintaining effective internal 
control over compliance with requirements of laws, regulations, contracts and grants 
applicable to federal programs.  In planning and performing our audit, we considered 
City of Cheyenne Child Development Fund’s internal control over compliance with 
requirements that could have a direct and material effect on a major federal program in 
order to determine our auditing procedures for the purpose of expressing our opinion on 
compliance and to test and report on internal control over compliance in accordance with 
OMB Circular A-133.  
 
Our consideration of the internal control over compliance would not necessarily disclose 
all matters in the internal control that might be material weaknesses.  A material 
weakness is a condition in which the design or operation of one or more of the internal 
control components does not reduce to a relatively low level the risk that noncompliance 
with applicable requirements of laws, regulations, contracts and grants that would be 
material in relation to a major federal program being audited may occur and not be 
detected within a timely period by employees in the normal course of performing their 
assigned functions.  We noted no matters involving the internal control over compliance 
and its operation that we consider to be material weaknesses. 
 
This report is intended solely for the information and use of the city council, management, 
the California Department of Education and federal awarding agencies and pass-through 
entities and is not intended to be and should not be used by anyone other than these 
specified parties.  
 
 
 
C.J. AND ASSOCIATES, INC. 
Certified Public Accountants 
 
September 29, 200X 
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APPENDICES A3.2 THROUGH A3.7 
 

ILLUSTRATIVE CONTRACTOR 
AUDIT FOR 

LOCAL GOVERNMENT 
 

COMPONENT UNIT AND 
RECONCILIATION 



 
APPENDIX A3.2 

 
EXAMPLE ENTITY (CITY OF CHEYENNE) 

PORTION OF BALANCE SHEET INCLUDING COMPONENT UNIT 
 FROM APPENDIX A3.1 

 
CITY OF CHEYENNE 

COMBINED BALANCE SHEET 
ALL FUND TYPES AND ACCOUNT GROUPS 

JUNE 30, 200X 
 

 
 
                                          GOVERNMENTAL FUND TYPES      PROPRIETARY  
                Special            Debt        Capital    
               General         Revenue          Service       Projects       Enterprise    
   ASSETS 
Cash and Investments   $ 1,178,000 $ 3,108,000 $ 37,600 $ 622,000 $ 1,840,000  
Cash with Fiscal Agent          45,000  223,500  
Accrued Interest Receivable   20,000  34,150    1,500  27,000  
Accounts Receivable   223,000  1,558,000    9,500  402,500 
Grants Receivable      409,000        
Notes Receivable      42,000      675,000 
Prepaid Expense            6,500 
Inventory            26,500 
Land Held for Resale 
Advances to Redevelopment Agency          
Restricted assets: 
 Cash and Investments           107,000 
 Property Held Under Capital Lease           1,168,500 
 Fixed Assets (Net of Accumulated Depreciation for 
  Proprietary Funds)           26,225,000 
Amount Available in Debt Service Funds 
Amount to be Provided for Retirement of Long Term Debt            
 
   Total Assets  $ 1,421,000 $ 5,151,150 $ 37,600 $ 678,000 $ 30,701,500  
 
   LIABILITIES 
Accounts Payable   $ 90,000 $ 442,800 $  $ 8,000 $ 180,500  
Accrued Wages      93,050  10,400      
Accrued Interest Payable   15,000      8,500  26,500 
Grants Payable      367,800       
Capital Lease Obligations           952,000 
Deferred Revenue      201,350      1,502,000 
Revenue Bonds Payable           651,000 
Tax Allocation Bonds Payable 
Compensated Absences Payable 
Due to Other Funds     1,703,000 
Due to Other Governments     2,288,000        
 
   Total Liabilities  $ 105,000 $ 5,096,000 $ 10,400 $ 16,500 $ 3,312,000  
 
   EQUITY AND OTHER CREDITS 
Contributed Capital   $  $  $  $  $ 23,423,500 
Investment in Property, Plant & Equipment 
 
Retained earnings:  
 Reserved for Revenue Bond Retirement           107,000 
 Unreserved            3,859,000 
 
Fund Balances: 
 Reserved for: 
  Encumbrances     2,064,600 
  Long-term Loans Receivable     251,000 
  Advances to Other Funds 
  Reserved for Noncurrent Assets       27,200 
 Unreserved    1,316,000 ( 2,260,450)    661,500    
 
   Total  Fund Equity    1,316,000  55,150  27,200  661,500  27,389,500  
 
   Total Liabilities & Fund Equity $ 1,421,000 $ 5,151,150 $ 37,600 $ 678,000 $ 30,701,500  
 
          SEE “TOTAL” 
           COLUMN, 
           APP D

   A3.4 
EN IX  

                    
 
 
 
 
 
 
 
See accompanying notes to financial statements.      



   APPENDIX A3.3 
 

EXAMPLE ENTITY (CITY OF CHEYENNE) – PORTION OF STATEMENT OF REVENUES, 
EXPENDITURES AND CHANGES IN FUND BALANCES INCLUDING COMPONENT UNIT  

FROM APPENDIX A3.1 
 

CITY OF CHEYENNE 
COMBINED STATEMENTS OF REVENUES, EXPENDITURES 

AND CHANGES IN FUND BALANCES 
ALL GOVERNMENTAL FUND TYPES, EXPENDABLE TRUST FUND 

FOR THE FISCAL YEAR ENDED JUNE 30, 200X 
 
               FIDUCIARY      
                                          GOVERNMENTAL FUND TYPES    FUND TYPES      TOTAL-  
              Special            Debt        Capital    Expendable       MEMO 
             General         Revenue          Service        Projects         Trust        ONLY      
REVENUES 
 Taxes   $ 13,300,000 $ 2,344,000 $ 118,000 $  $  $ 15,762,000 
 Licenses and Permits   2,000,000          2,000,000 
 Fines and Forfeitures   17,500          17,500 
 Use of Money and Property   350,000  165,700  33,500  850,000  1,250  1,400,450 
 Intergovernmental   3,200,000  7,793,350  1,000  1,520,000    12,514,350 
 Charges for Current Services   3,500,000  1,437,000        4,937,000 
 Assessment District   2,980,000          2,980,000 
 Developmental Fees         6,890,000    6,890,000 
 Administrative Fee - Enterprise Fund   706,000          706,000 
 Other    85,000  26,700  21,000  176,000    308,700 
 
   Total Revenues  $ 26,138,500 $ 11,766,750 $ 173,500 $ 9,436,,000 $ 1,250 $ 47,516,000 
 
EXPENDITURES 
 Current: 
  City Council  $ 90,000 $  $  $  $  $ 90,000 
  City Attorney   290,000          290,000 
  City Manager   620,000          620,000 
  Administrative Services   1,803,000  67,000    61,500    1,931,500 
  Planning and Building   2,466,000  1,738,000        4,204,000 
  Parks and Community Services   8,007,000  4,769,350        12,776,350 
  Public Safety-Fire   4,701,000  850,000        5,551,000 
  Public Safety-Police   5,913,000  825,000        6,738,000 
  Public Works   1,270,000  1,380,000        2,650,000 
  Special Projects   92,000  7,620,000    3,274,000    10,986,000 
 Debt service: 
  Principal        520,000      520,000 
  Interest and Fiscal Charges       873,000      873,000 
  Special Assessment       177,000      177,000 
 Capital Improvements     190,000    4,788,000    4,978,000 
 
   Total Expenditures  $ 25,252,000 $ 17,439,350 $ 1,570,000 $ 8,123,500 $  $ 52,384,850 
 
EXCESS (DEFICIENCY) OF REVENUES 
 OVER EXPENDITURES  $ 886,500 ($ 5,672,600) ($ 1,396,500) $ 1,312,500 $ 1,250 ($ 4,868,850) 
 
OTHER FINANCING SOURCES (USES) 
 Proceeds from Sale of Bonds  $  $  $ 2,100,000 $  $  $ 2,100,000 
 Bond Issuance Costs      ( 102,000)     ( 102,000) 
 Contributions from Property Owners         2,240,500    2,240,500 
 Sale of Real Property     3,670,000        3,670,000 
 Operating Transfers In    79,000  2,200,500  1,690,000  538,500    4,508,000 
 Operating Transfers (Out)   ( 82,000) ( 990,000) ( 2,503,300) ( 4,283,000)   ( 7,858,300) 
 
   Total Other Financing Sources (Uses) ($ 3,000) $ 4,880,500 $ 1,184,700 ($ 1,504,000) $  $ 4,558,200 
 
EXCESS (DEFICIENCY) OF REVENUES AND 
 OTHER SOURCES OVER EXPENDITURES 
 AND OTHER USES  $ 883,500 ($ 792,100) ($ 211,800) ($ 191,500) $ 1,250 ($ 310,650) 
 
Fund Balances at Beginning of Year, as restated   432,500  847,250  239,000  853,000  57,050  2,428,800 
 
FUND BALANCES (DEFICIT) AT END OF YEAR $ 1,316,000 $ 55,150 $ 27,200 $ 661,500 $ 58,300 $ 2,118,150 
     SEE “TOTAL”  
        COLUMN, 
      APPENDIX  
              A3.5 
See accompanying notes to financial statements. 



 
APPENDIX A3.4 

 
TIE-IN OF EXAMPLE COMPONENT UNIT FROM APPENDIX A3.1 TO 

CITY OF CHEYENNE (EXAMPLE ENTITY) BALANCE SHEETS 
 

CITY OF CHEYENNE 
SPECIAL REVENUE FUNDS 

COMBINING STATEMENT OF FINANCIAL POSITION 
JUNE 30, 200X 

 
 
                  In-lieu-of      Community               Total                
               Public        Municipal             Child        Parking   Federal/State    Development   Redevelopment  (Memorandum            
           Gas Tax          Safety            Arts     Care Grant       Payments  Highway Grants    Block Grant          Agency           Only)  
    ASSETS 
 
Cash and Investments $ 585,000 $ 395,000 $ 388,000 $ 612,750 $ 149,250 $ 353,000 $  $ 625,000 $ 3,108,000 
Accrued Interest Receivable  7,500  2,500  4,000  8,950  3,500  4,500    3,200  34,150 
Accounts Receivable    98,000          1,460,000    1,558,000 
Grants Receivable         241,000    168,000      409,000 
Notes Receivable     42,000              42,000 
 
   Total Assets $ 592,500 $ 537,500 $ 392,000 $ 862,700 $ 152,750 $ 525,500 $ 1,460,000 $ 628,200 $ 5,151,150 
 
 
    LIABILITIES 
 
Accounts Payable  $  $  $  $ 395,000 $  $  $ 6,300 $ 41,500 $ 442,800 
Accrued Wages    2,500  500    27,000    750  59,000  3,300  93,050 
Grants Payable          367,800          367,800 
Deferred Revenue     148,000    53,350          201,350 
Due to Other Funds       500        780,000  922,500  1,703,000 
Due to Other Governments                2,288,000  2,288,000 
 
   Total Liabilities $ 2,500 $ 148,500 $ 500  $ 843,150 $  $ 750 $ 845,300 $ 3,255,300 $ 5,096,000 
 
 
    FUND BALANCES 
 
Reserved for: 
 Encumbrances  $ 320,000 $ 19,000 $ 2,000 $ 21,850 $  $ 470,750 $ 610,300 $ 620,700 $ 2,064,600 
 Long-term Loans Receivable                251,000  251,000 
Unreserved, Undesignated  270,000  370,000  389,500 ( 2,300)  152,750  54,000  4,400 ( 3,498,800) ( 2,260,450) 
 
Total Fund Balance (Deficit) $ 590,000 $ 389,000 $ 391,500  $ 19,550 $ 152,750 $ 524,750 $ 614,700 ($ 2,627,100) $ 55,150 
 
TOTAL LIABILITIES AND FUND BALANCES $ 592,500 $ 537,500 $ 392,000 $ 862,700 $ 152,750 $ 525,500 $ 1,460,000 $ 628,200 $ 5,151,150 
                       SEE                  TOTALS  
           RECONCIL IATION,            TAKEN  TO 
              APPENDIX 3.6          APPENDIX A3.2 
            
 
 



APPENDIX A3.5 
 

TIE-IN OF EXAMPLE COMPONENT UNIT FROM APPENDIX A3.1 TO 
CITY OF CHEYENNE (EXAMPLE ENTITY) STATEMENTS OF REVENUES, EXPENDITURES 

AND CHANGES IN FUND BALANCES 
 

CITY OF CHEYENNE 
SPECIAL REVENUE FUNDS 

COMBINING STATEMENTS OF REVENUES, EXPENDITURES 
AND CHANGES IN FUND BALANCES 

FOR THE FISCAL YEAR ENDED JUNE 30, 200X 
 
                  In-lieu-of      Community                Total 
               Public        Municipal               Child        Parking   Federal/State    Development     Redevelopment   (Memorandum 
           Gas Tax          Safety            Arts      Care Grant       Payments  Highway Grants    Block Grant          Agency          Only)  
REVENUES 
 Taxes   $  $ 345,000 $  $  $  $  $  $ 1,999,000 $ 2,344,000 
 Fines and Forfeitures                   
 Use of Money and Property  32,000  9,500  11,500  68,000  9,700  5,000    30,000  165,700 
 Intergovernmental  1,260,500  150,000    4,506,850    720,000  1,110,000  46,000  7,793,350 
 Charges for Current Services    1,320,000  1,500  115,500          1,437,000 
 Developmental Fees        
 Reimbursements and Repayments     

  Other       18,500        8,200    26,700 
 
   Total Revenues $ 1,292,500 $ 1,824,500 $ 31,500 $ 4,690,350 $ 9,700 $ 725,000 $ 1,118,200 $ 2,075,000 $ 11,766,750 
 
 
EXPENDITURES 
 Current:                     
  Administrative Services $  $ 67,000 $  $  $  $  $  $  $ 67,000 
  Planning and Building                1,738,000  1,738,000 
  Parks and Community Services      31,000  4,699,350    38,000  1,000    4,769,350 
  Public Safety-Fire    850,000              850,000  
  Public Safety-Police    825,000              825,000 
  Public Works   800,000          580,000      1,380,000 
  Special Projects              1,112,000  6,508,000  7,620,000 
 Capital Improvements  15,000          175,000      190,000 
 
   Total Expenditures $ 815,000 $ 1,742,000 $ 31,000  $ 4,699,350 $  $ 793,000 $ 1,113,000 $ 8,246,000 $ 17,439,350 
 
 
EXCESS (DEFICIENCY) OF REVENUES 
 OVER EXPENDITURES $ 477,500 $ 82,500 $ 500 ($ 9,000) $ 9,700 ($ 68,000) $ 5,200 ($ 6,171,000) ($ 5,672,600)  
 
OTHER FINANCING SOURCES (USES) 
 Sale of Real Property $  $  $  $  $  $  $  $ 3,670,000 $ 3,670,000 
 Operating Transfers In                2,200,500  2,200,500 

  Operating Transfers Out              ( 990,000) ( 990,000) 
 
   Total Other Financing Sources (Uses) $  $  $   $  $  $  $  $ 4,880,500  4,880,500  
 
EXCESS (DEFICIENCY) OF REVENUES AND 
 OTHER SOURCES OVER EXPENDITURES 
 AND OTHER USES $ 477,500 $ 82,500 $ 500 ($ 9,000) $ 9,700 ($ 68,000) $ 5,200 ($ 1,290,500) ($ 792,100) 
 
Fund Balances (Deficits) at Beginning of Year,  
 as restated    112,500  306,500  391,000  28,550  143,050  592,750  609,500 ( 1,336,600)  847,250 
 
FUND BALANCES (DEFICITS) AT END OF YEAR $ 590,000 $ 389,000 $ 391,500 $ 19,550 $ 152,750 $        524,750  $ 614,700 ($ 2,627,100) $ 55,150 
                       SEE                  TOTALS 
           RECONCILIATION,             TAKEN TO 
               APPENDIX A3.7          APPENDIX A3.3 



             APPENDIX A3.6 
 
 
 

CITY OF CHEYENNE CHILD DEVELOPMENT FUND 
(APPENDIX A3.1) 

RECONCILIATION TO ENTITY-WIDE 
BALANCE SHEETS 

JUNE 30, 200X 
 
 
 
               Balance 
            Balance     Adjustment to     Entity Wide 
        Component   Budgetary Basis       Financial 
         Unit Audit   (Encumbrances)      Statements  
    ASSETS 
 
Cash and Investments $ 612,750 $  $ 612,750 
Accrued Interest Receivable  8,950    8,950 
Accounts Receivable  
Grants Receivable   241,000    241,000 
Notes Receivable        
 
   Total Assets $ 862,700 $  $ 862,700 
 
 
    LIABILITIES 
 
Accounts Payable  $ 403,500 ($ 8,500) $ 395,000 
Accrued Wages    38,050 ( 11,050)  27,000 
Grants Payable    367,800    367,800 
Deferred Revenue   53,350    53,350 
 
   Total Liabilities $ 862,700 ($ 19,550) $ 843,150 
 
 
    FUND BALANCES 
 
Reserved for Encumbrances $            $ 21,850 $ 21,850
Unreserved, Undesignated    ( 2,300) ( 2,300) 
  
Total Fund Balance   $                 -0-  $ 19,550 $ 19,550 
 
TOTAL LIABILITIES AND FUND BALANCES $           862,700 $          -0-  $          862,700 
      
      TAKEN  FROM    TAKEN  FROM 
     APPENDIX A3.1   APPENDIX A3.4 
     BALANCE SHEET 
 
 
 
 



 
                                  APPENDIX A3.7 
 
 

CITY OF CHEYENNE CHILD DEVELOPMENT FUND 
(APPENDIX A3.1) 

RECONCILIATION TO 
ENTITY-WIDE STATEMENTS OF REVENUES, EXPENDITURES 

AND CHANGES IN FUND BALANCES 
FOR THE FISCAL YEAR ENDED JUNE 30, 200X 

 
 
 
               Balance 
            Balance   Adjustment to     Entity Wide 
        Component   Budgetary Basis       Financial 
         Unit Audit   (Encumbrances)      Statements  
REVENUES  
 Use of Money and Property $ 67,850 $ 150 $ 68,000 
 Intergovernmental  4,506,850    4,506,850 
 Charges for Current Services  115,300  200  115,500 
 Developmental Fees  
 Reimbursements and Repayments 
 Other         
 
   Total Revenues $ 4,690,000 $ 350 $ 4,690,350 
 
 
EXPENDITURES 
 Parks and Community Services $ 4,690,000 $ 9,350 $ 4,699,350 
   
EXCESS (DEFICIENCY) OF REVENUES 
 OVER EXPENDITURES $  ($ 9,000) ($ 9,000) 
 
OTHER FINANCING SOURCES (USES) 
 Sale of Real Property $  $  $  
 Operating Transfers In 
 Operating Transfers Out       
  
   Total Other Financing Sources (Uses) $               -0-  $                -0-  $             -0-  
 
EXCESS (DEFICIENCY) OF REVENUES AND 
 OTHER SOURCES OVER EXPENDITURES 
 AND OTHER USES $  ($ 9,000) ($ 9,000) 
 
Fund Balances (Deficits) at Beginning of Year, 
 as restated      28,550  28,550 
 
FUND BALANCES (DEFICITS) AT END OF YEAR $             -0-  $ 19,550 $ 19,550 
 
     TAKEN FROM    TAKEN FROM 
     APPENDIX A3.1-   APPENDIX A3.5 
     STATEMENT OF 
     REVENUES & 
     EXPENDITURES 
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ILLUSTRATIVE  INDEPENDENT   
 

ACCOUNTANT'S  REPORT 
 

ON 
 

APPLYING AGREED-ON PROCEDURES  



Independent  Accountant's Report 
On Applying Agreed-Upon Procedures 

 
 
 
 
Nutrition Services Division 
California Department of Education 
Sacramento, CA  95814 
 
Executive Director 
XYZ Child Development, Inc. 
1000 N. Main Street 
Small Town, CA   9xxxx 
 
We have performed the procedures enumerated below, which were agreed to by the California 
Department of Education (CDE) solely to assist XYZ Child Development, Inc. (the Agency) in 
meeting the Nutrition Services Division's monitoring requirements over Federal awards in 
accordance with 7 CFR 226.6(1), 7 CFR 226.8, and 7 CFR Part 3052 for the year ended June 30, 
200x.  We performed this agreed-upon procedure’s engagement in accordance with standards for 
such engagements established by the American Institute of Certified Public Accountants.   
 
The sufficiency of the procedures performed is solely the responsibility of the Nutrition Services 
Division.  Consequently, we make no representations regarding the sufficiency of the procedures 
described below, either for the purpose for which this report was requested or for any other 
purpose. 
 
Procedures Performed 
 
1. Activities Allowed or Unallowed: 
 

a. We determined by observation of two meal services (lunch and supplement) that all 
meals and supplement’s that were served contained the components required by 7 
CFR 226.20.  In accordance with the term’s of the engagement, we did not measure 
or weigh components to determine that the required quantities were present. 

 
b. We inspected the Agency's menus for two claim months in order to determine that the 

Agency had planned meals and supplements to meet the meal pattern requirements at 
7 CFR 226.20.  The agency prepares meals on-site.  

 
c. We inspected meal production records for the two selected claim months to determine 

that the quantities of product used were reasonable for the number of meals reported 
served. 
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On Applying Agreed-Upon Procedures 
 
 
Procedures Performed (Continued) 
 
1. Activities Allowed or Unallowed (Continued): 
 

d. We determined by inquiry and observation how the Agency obtains counts of meals 
served.  We took an independent count of lunches and supplements served on each 
day of our field work and compared our counts to the corresponding counts recorded 
by the Agency's staff. 

 
e. We inspected the Agency's accounting records to determine that they provide for the 

separate identification of assets, liabilities, and transactions relating to the non-profit 
food service. 

 
f. We determined by inquiry that how the Agency accounts for CACFP advance and 

reimbursement payments received from the CDE.  We traced all such payments the 
Agency received during the months of October and November 1999 and  March and 
June 200x to the Agency's food service account in order to determine that the Agency 
promptly credits such receipts to the non-profit food service. 

 
g. We tested all transfers of funds out of the Agency's non-profit food service account 

during the period covered by the engagement to determine that they had supported 
CACFP purposes.     

 
h. We tested records for the months of October 1999 and March and June 200x to 

determine whether the portion of reimbursement payments the Agency applied to 
administrative costs exceeded the portion authorized by NSD, and that the Agency 
passed the remainder through to child care centers under its oversight. 

 
2. Allowable Costs/Cost Principles: 
 

a. We traced meal production and administrative costs reported for October 1999 and 
March and June 200x to source documentation, in order to determine that they 
included no costs that were unallowable under 7 CFR 3015.193. 

 
b. We tested records for the same three claim months to determine that costs charged to 

the CACFP were not also charged to the Head Start Program, which the Agency 
operates under a grant from the Administration for Children and Families, 
Department of Health and Human Services. 

 
 
  

Independent  Accountant's Report 
on Applying Agreed-Upon Procedures 
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Procedures Performed (Continued) 
 
3. Eligibility: 
 

We inspected household applications and alternative documentation to determine that 
Agency staff had correctly classified the children as eligible for free meals, eligible for 
reduced price meals, or ineligible for either category. 

 
4. Reporting: 
 

a. We traced meals and supplements reported in the Agency's October 1999 and  March 
and June 200x claims for reimbursement to supporting documents, including records 
of daily meal counts taken at the time of meal service. 

 
b. We compared the Agency's daily meal counts to its actual attendance as documented 

by attendance records.  We determined by inquiry and observation whether seconds 
were served and claimed for reimbursement.  We determined by inquiry and 
inspection of records how the Agency controls meal production with the objective of 
serving one meal per child per meal service per day. 

 
c. We inspected attendance records for the month of March 1999 to determine that 

actual attendance by children eligible for free and reduced price meals supported the 
number of meals claimed for reimbursement in each category during that month.  

 
Findings and Questioned Costs 
 
We found the following non-compliance with the requirements tested: 
 
Finding 200X-1: 
 
1.   Condition:    During the three months we tested, the Agency applied $28,500 in 
reimbursement payments to its administrative costs. 
 
2.   Criteria: Program regulations at 7 CFR sec. 226.11(d) authorize a State agency 
administering the CACFP to limit the amount of reimbursement payments a sponsor of child care 
centers may apply to its own administrative costs.  The management plan approved for XYZ 
Child Development, Inc. by the CDE provided for the application of $8,000 per month, or 
$24,000 for the three months we tested, to administrative costs.  The balance of reimbursement 
payments was to be passed through to the centers. 
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Findings and Questioned Costs (Continued) 
 
3.    Cause: Turnover of Agency staff and insufficient training in program procedures for new 
staff led to the incorrect use of reimbursement payments and incorrect claims preparation. 
 
4.    Effect: The centers under the Agency's sponsorship were underpaid a total of $4,500 for 
the three months we tested. 
 
5.    Recommendations:   We recommend that CDE: 
 

a. Require XYZ Child Development, Inc. to immediately disburse to each center 
under its sponsorship the portion of the $4,500 inappropriately applied to 
administrative costs that the center would have received had proper procedures been 
followed. 

 
b. Determine whether this condition occurred in claim months other than those we 

tested; and, if so, require XYZ Child Development, Inc. to disburse to the centers 
the amounts inappropriately applied to administrative costs in those months. 

 
c. Require XYZ Child Development, Inc. to provide staff training in program 

procedures. 
 
6.    Questioned Cost: None.  
 
These agreed-upon procedures do not constitute an examination, the objective of which is the 
expression of an opinion on XYZ Child Development, Inc.'s compliance with the compliance 
requirements identified above.  Accordingly, we do not express such an opinion.  Had we 
performed additional procedures, other matters might have come to our attention that would have 
been reported to you. 
 
This report is intended solely for the use of the CDE and XYZ Child Development, Inc. , and 
should not be used by those who have not agreed to the procedures and taken responsibility for 
the sufficiency of the procedures for their purposes.  This report is not a matter of public record, 
and its distribution is limited to the two parties designated above. 
 
 
 
 
Bean, Bean & Counter 
Certified Public Accountants 
September XX, 200x 
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AUDIT REPORT REVIEW QUESTIONNAIRE AND NARRATIVE 
 
This section is intended as a guide for auditors for applying the reporting requirements in a Single Audit.  The 
auditor has additional supplemental reporting requirements for single audits of the Nutrition Services, Child 
Development, and Adult Basic Education programs. 
 
The Audits and Investigations Division (A&I) has taken the Presidents Council on Integrity and Efficiency 
(PCIE) checklist approach for its desk reviews of single audits. 
 
 

SINGLE AUDIT REPORT REVIEW QUESTIONNAIRE AND NARRATIVE 
 

Introduction 
 

PURPOSE: The purpose of this review is to assure that audit reports meet applicable reporting standards, and 
the OMB Circular A-133 and FASB Statement No. 117 reporting requirements.  It is also used to provide 
assurance that the scope of desk reviews is sufficient to fulfill the objective and the consistent review of audit 
reports. 
 
APPLICABILITY: This review questionnaire is intended for use when performing desk reviews of OMB 
Circular A-133 and FASB Statement Nos. 116 and 117 audit reports.  The Audit and Investigations Division 
has taken the checklist approach for its desk review of Single Audits. 
 
DESCRIPTION: This document is intended as a guide for auditors applying the reporting requirements in 
a Single Audit as areas to be covered by a desk review and is designed to the extent possible to be a self 
contained document to support the results of a desk review. 
 
All Questions in the checklist have been designed to show a “YES” or “N/A” (not applicable) answers as 
favorable responses.  All unfavorable responses must be fully explained.  It should be noted that unfavorable 
answers, “NO,” identify situations that could be undesirable, but do not necessarily imply that the report is 
unacceptable.  The A&I reviewer must exercise professional judgment when answering the questions and 
reaching specific and overall conclusions on the quality of the report.  All questions should be addressed.      
(See Checklist) 
 
REFERENCE MATERIAL: American Institute of Certified Public Accountants (AICPA), Professional 
Standards, Generally Accepted Auditing Standards (GAAS), Government Auditing Standards, revised may 1999 
(GAS) issued by the Comptroller General of the United States, Office of Management and Budgets (OMB) 
Circular A-133 revised June 24, 1997, OBM Circular A-133 Compliance Supplement revised May 1998 and 
1999 Compliance Supplement, Appendix B of OMB Circular A-133 revised September 1999, AICPA’s 
Statement of Position (SOP) No. 98-3 (Audits of States, Local Governments, and Not-for-Profit Organizations 
Receiving Federal Awards, revised March 17, 1998, Statement of Auditing Standards (SAS) No. 87, Restricting 
the Use of an Auditor’s Report issued September 1998, SAS No. 74, Compliance Auditing Considerations in 
Audits of Governmental Entities and Recipients of Government Financial Assistance, AICPA Audit and 
Accounting Guide, Not-for-Profit Organizations issued June 1, 1996, and Financial Accounting Standards 
Board (FASB) Statement No. 116, Accounting for Contributions Received and Contributions Made, and 
Statement No. 117, Financial Statements for Not-for-Profit Organizations, and exposure Draft Uniform Initial 
Review Guide for A-133 Audits and Uniform Quality Control Review Guide for A-133 Audits issued by the 
President’s Council on Integrity and Efficiency, February 1999. 



The following Legend refers to the review status of each of the components that are detailed in the Single Audit 
reports as applied to CDE programs: 
 
 REJECT = Reject Audit Report 
 MINOR = Minor Deficiency, if in the aggregate could reject the audit report as a whole. 
 
 
QUALIFICATIONS AND INDEPENDENCE:       STATUS:  
 
1. Is the report free from indications that the auditor is not a CPA, a public    REJECT 
 accountant licensed on a before December 31, 1970, or a government  
 auditor? (GAS 3.10) 
 
2. Is the report free from indications that the auditor is not independent?   REJECT 
 If not, follow-up to determine if the independence was impaired in  
 Appearance or in fact and describe the situation. 
 (GAS 3.11 – 3.25, GAAS Guide page 3.04). 
 
AUDITOR’S REPORT ON FINANCIAL STATEMENTS AND SUPPLEMENTARY 
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS   
(AICPA’s  “Illustrative OMB Circular A-133 Report Examples” and SOP No. 98-3) 
Fax Hotline:  (201 938-3787 
Internet Reference: www.aicpa.org 
 

Independent Auditor’s Report: 
 

The auditor’s report on the financial statements must be prepared in accordance with the Statement on Auditing 
Standards (SAS) No. 58, Reports on Audited Financial Statements.  Auditors may also refer to the AICPA 
Audit and Accounting Guide, Not-For-Profit Organizations, for additional guidance on reporting on the 
financial statements. 
 
3. If the financial statements are intended to be presented in accordance with GAAP, does the audit report: 

(AU 508.08) 
 

a. Cover all periods presented in the financial statements?    REJECT 
 
b. Clearly identify the financial statements that were audited   REJECT 
 or make reference to the table of contents? (Note:  If the 
 not-for-profit organization is a voluntary health and welfare 
 organization, the phrase, “statements of activities and cash 
 flows” should be modified to state “…and the related 
 statements of activities, functional expenses and cash flows…”) 
 
c. Make a statement that the financial statements are the    MINOR 
 responsibility of the entity’s management and that the  
 auditor’s responsibility is to express an opinion on the 
 financial statements based upon the audit? 



            STATUS: 
 

3. d. State that the audit was conducted in accordance with GAAS   ONE OUT 
   and GAS (AU 110.01).  The standards applicable to financial   OF TWO, 
   statement audits include the general, fieldwork, and reporting   OK; BOTH 
   standards described in Chapters 3, 4 and 5 of Government     MISSING 
   Auditing Standards.  (Note:  If the schedule of expenditures    REJECT 
   Of State and Federal awards is not presented with the financial 
   Statements, but appears in a separately issued single audit 
   Package, only GAAS need be referenced in the report on the 
   Financial statements.  In this situation the required reporting 
   On the schedule is incorporated into the combined compliance 
   And internal control report on major programs in accordance 
   With OMB Circular A-133). 
 
 e. Include a statement that those standards (GAAS and Gas)    MINOR 
   requires that the auditor plan and perform the audit to obtain 
   reasonable assurance about whether the financial statements 
   are free of material misstatement? 
 
ERRORS, IRREGULARITIES, AND ILLEGAL ACTS 
 
“The auditor should design the audit to provide reasonable assurance of detecting errors, irregularities, and 
illegal acts that are material to the financial statements.  The auditor should be aware of the possibility of illegal 
acts that could have an indirect but material effect on financial statements.  (Government Auditing Standards – 
1999 Revision, published by the United States General Accounting Office). 
 
Auditors should exercise due professional care in pursuing indications of possible irregularities and illegal acts 
so as not to interfere with potential future investigations, legal proceedings, or both.  When appropriate, the 
auditor should consult with legal counsel and/or the applicable law enforcement or investigative authorities 
before expanding the audit steps and procedures.  All errors, irregularities, or illegal acts or indications of such 
acts, whether material or not, the auditors become aware of, should normally be covered in a separate written 
Report.  Auditors should not release reports containing information on such acts until they consult with legal 
counsel. 
 
In fulfilling the requirements above that relate to errors, irregularities, and illegal acts, the auditor should follow 
the guidelines contained in SAS No. 53, The Auditor’s Responsibility to Detect and Report Errors and 
Irregularities, and SAS No. 54, Illegal Acts by Clients and Government Auditing Standards, 1994 revision. 
 
CONSIDERATION OF FRAUD IN FINANCIAL STATEMENT AUDITS 
 
In an attempt to clarify the auditor’s position on fraud, the AICPA has issued SAS 82 with an effective date for 
all audits of periods ending on or after December 15, 1997.  There is no real change in the auditor’s 
responsibility under SAS 82 other than that established under its predecessor, SAS 53.  AICPA finally dropped 
the term “irregularity” for the more common term of “fraud.” 
 
The most significant change in SAS 82 is the requirement by the auditor to document his or her assessment of 
the risk of material misstatement due to fraud and to identify the additional steps to be performed in response. 
 
 
              STATUS: 



 
3. f. Include a statement that the audit includes:  examining on a test basis, evidence, MINOR IF 
   supporting the amounts and disclosures in the financial statements; assessing ONLY 
   the accounting principles used and significant estimates made by management; PART 
   and evaluating the overall financial statement presentation?    MISSING 
 
 g. Make a statement that the auditor believes that the audit provides a   MINOR 
   reasonable basis for an opinion? 
 
 h. Contain a paragraph preceding the opinion paragraph stating that the audit  REJECT, 
   report makes reference to a note financial statements describing a change  IF 
   in the entity’s accounting principles and its methods of financial reporting  FIRST 
   and financial statement presentation for contributions in accordance with the YEAR 
   entity’s adoption of FASB’s Statement Nos. 116 and 117 (only applicable to 
   the first year of adoption)? 
 
 i. Contain an opinion on whether the financial statements presents fairly, in all REJECT, 
   fairly, in all material respects, the financial position of the entity as of the   CASH 
   statement of financial position date; and the results of its operations and  FLOW 
   changes in its net assets and its cash flows for the period ended in conformity MAY BE 
   with GAAP; or an assertion that an opinion cannot be rendered?   IF IN 
              SCOPE 
 
SAS69, The Meaning of Present Fairly in Conformity With Generally Accepted Accounting Principles in the 
Independent Auditor’s Report, was issued to explain the meaning of the phrase “present…in conformity with 
generally accepted accounting principles” in the independent auditor’s report. 
 
The auditor’s opinion that financial statements present fairly an entity’s financial position, results of operations, 
and cash flows in conformity with generally accepted accounting principles should  be based on his or her 
judgment as to whether: (a) the accounting principles selected and applied have general acceptance; (b) the 
accounting principles are appropriate in the circumstances; (c) the financial statements, including the related 
notes, are informative of matters that may affect their use, understanding, and interpretation (see AU sec. 431); 
(d) the information presented in the financial statements is classified and summarized in a reasonable manner, 
that is, it is neither too detailed nor too condensed (see AU sec. 431); and (e) the financial statements reflect the 
underlying transactions and events in a manner that presents the financial position, results of operations, and 
cash flows stated within a range of acceptable limits, that is, limits that are reasonable and practicable to attain 
in financial statements. 
 
   If unqualified opinion cannot be expressed, the nature of the qualified,   REJECT 
   disclaimer or  adverse opinion must be clearly presented in a separate  
   explanatory paragraph in accordance with the American Institute of  
   Certified Public Accountant’s (AICPA) standards of reporting? 



3. i. GOING CONCERN 
 

SAS 59, The Auditor’s Consideration of an Entity’s Ability to Continue as a Going Concern, 
supersedes SAS 34 effective for audits of financial statements for periods beginning on or after 
January 1, 1989 and SAS 64, Omnibus Statement on Auditing Standards – 1990 The Auditor’s 
Consideration of an Entity’s Ability to Continue as a Going Concern, supersedes SAS 59, 
AICPA, Professional Standards, vol. 1, AU sec. 341.12 and 13, supersedes SAS 58, AICPA, 
Professional Standards, vol. 1, AU sec. 508.83, effective for reports Issued after  
December 31, 1990.. 

 
SAS 59 deals with the auditor’s responsibilities and considerations when questions arise 
concerning an organization’s ability to meet its obligations as they become due without 
substantial disposal of assets, restructuring of debt, externally forced revision of its operations, 
or similar actions.  The ability to meet payment obligations as they become due is the key 
concept that causes SAS 59 to be applicable.  However, SAS 59 does not require the auditor to 
actively search for evidence regarding the likelihood of an entity’s continued existence because, 
in the absence of information to the contrary, an entity’s continuation is usually assumed.  
Nevertheless, auditors are required to consider contrary information that may affect continued 
existence should such evidence come to their attention during the course of their engagement.  
Many required and/or professionally prudent audit procedures are likely to identify information  
of this nature.  Examples are: 
 
1. Analysis of: 

a) Financial statements; 
b) Lease commitments; 
c) Pension liabilities; 
d) Other debt repayment requirements; 

2. Review of subsequent events; and 
3. Analytical review. 

 
Other indicators of financial distress that may come to the auditor’s attention during the 
engagement include. 
 
5. Borrowing cash from restricted resources; 
6. Persistent decline in enrollment; 
7. Steady increase of deficits in net assets; and 
4. Material borrowing from lending institutions. 

 
When an auditor becomes aware of any contrary information, it should be analyzed along with 
any mitigating factors and management plans for addressing the problems. 
 
Examples of mitigating factors include: 
 
1. Long-range plans; 
2. Reduction or deferral of expenses; 
3. Strong financial management; and 
4. Fund raising activities. 
 
 
 
 



           STATUS: 
 

3.  i. The auditor should evaluate existing mitigating factors and management plans for  
 their realistic anticipated effect on contrary conditions.  If the auditor concludes 
 that the mitigating factors and management plans are inadequate to deal with the 
 impending problem, a substantial doubt would be remain as to the agency’s 
 ability to continue in existence.  In such cases, the auditor should consider the  
 recoverability and classification of assets, and the amounts and classification of  
 liabilities.  The audit report should include an explanatory paragraph (following 
 the opinion paragraph) to reflect the conclusion that there is uncertainty about the 
 agency’s ability to continue as a going concern for a reasonable period of time.   
 SAS 59 indicates that an auditor should consider the need for, as well as the adequacy 
 of, disclosures of the principal conditions that raise questions about the agency’s ability 
 to continue to exist.   
 

 SAS 64 clarifies required language that the auditor should include in an explanatory  
 paragraph that describes his or her substantial doubt about an entity’s  continuation as a 
 going concern. 

 
j) a paragraph following the opinion paragraph referencing the auditor’s    REJECT  

combined report on its consideration of the entity’s internal control over  
financial reporting and the auditor’s tests of the entity’s compliance with  
certain provisions of the law, regulations, contracts, and grants: stating in 
accordance with GAS; and the date of the combined report? 

 
k) identify the schedule of supplementary information accompanying the  

  financial statements includes an opinion as to whether the schedule of  
expenditures of State and Federal awards is present fairly, in all material  
respects in relation to the basic financial statements taken as a whole?   
(Notes: 1).  The auditor should consider the effect of any modifications 
to the report on the basic financial statements when reporting on the schedule.  
If the report on the schedule is other than unqualified, this paragraph 
should be modified in accordance with the guidance described in SAS  
No. 29, Reporting on Information Accompanying the Basic Financial 
 Statements in Auditor-Submitted Documents (AICPA, Professional Standards, 
 vol. 1, AU sec. 551, paragraphs 551.09-.111 and 551.13-.14). 2).   
This paragraph should be deleted if the schedule of expenditures of State  
and Federal awards is not presented with the financial statements, but   
appears in a separately issued single audit package.  In this situation the  
required reporting on the schedule is incorporated into the combined  
compliance and internal control report on major programs in accordance  
with the Revised OMB Circular A-133). 

 
 
 
 



3. k. (continued)          STATUS: 
 

Does the supplementary information paragraph of the auditor’s report,  
or included in a separate single audit package, on the schedule of  
expenditures of federal and state awards: 

 
i. Include a statement that the auditor has audited the financial   REJECT 

Statements and a reference to the auditor’s report? 
 

 ii. Identify the additional information accompanying the financial  
 REJECT 

statements?  (This paragraph must either identify the schedule, 
or reference the page(s) on which the schedule is located.)  

 
  iii Clearly describe the auditor’s examination and responsibilities   REJECT 
  related to the Schedule of Expenditures of Federal and State Awards? 
 

iv. Include a statement that the accompanying Schedule of  Expenditures  REJECT 
of Federal and State Awards is presented for additional analysis as required  
by OMB Circular A-133 and Government Accounting Standards? 

 
v. Include an opinion on whether the schedule is fairly stated, in all  REJECT 

material respects, in relation to the financial statements taken as a whole? 
 

l. Does the combined supplementary information paragraph, or additional paragraph, 
on the state’s supplementary schedules and information: 
 
i. Include a statement that the auditor has audited the financial statements REJECT 
 and a reference to the auditor’s report? 
 

  ii. Identify the additional information accompanying the financial   REJECT 
 statements?  (This paragraph must either identify the supplementary   
schedules and information, or reference the page(s) on which this    
additional information is located.)       
 

iii. Clearly describe the auditor’s examination and responsibilities related to REJECT 
  the additional information? 

 
  iv. Include a statement that the accompanying additional information is  REJECT 

   presented as California Department of Education’s (state   
   requirements) supplementary information for additional analysis in  
   accordance with the Audit Guide for Audits of Child Development, 
   Nutrition, and Adult Basic Education Programs issued by the CDE? 
 

  v. Include either an opinion on whether the additional information is fairly  REJECT 
   stated, in all material respects, in relation to the financial statements 
   taken as a whole? 

 
 m. Include the manual or printed signature of the auditor’s name or firm and the  REJECT 
  date of the audit report? 



Example 
 

Auditor’s Letterhead 
 

Independent Auditor’s Report1 
 

Board of Directors 
XYZ Child Development, Inc. 
 
We have audited the accompanying statement of financial position of XYZ Child Development, Inc., as of 
June 30, 200X, and the related statements of activities and cash flows2 for the year then ended.  These financial 
statements are the responsibility of XYZ Child Development, Inc.’s management.  Our responsibility is to 
express an opinion on these financial statements based on our audit. 
 
We conducted our audit in accordance with auditing standards generally accepted in the United States of 
America and the standards applicable to financial audits contained in the Government Auditing Standards3 
issued by the Comptroller General of the United States.  Those standards require that we plan and perform the 
audit to obtain reasonable assurance about whether the financial statements are free of material misstatement.  
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements.  An audit also includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation.  We believe that our audit 
provides a reasonable basis for our opinion. 
 
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial 
position of XYZ Child Development, Inc., as of June 30, 200X and the changes in its net assets and its cash 
flows for the year then ended in conformity with accounting principles generally accepted in the United States 
of America. 
 
In accordance with Government Auditing Standards, we have also issued our report dated [date of report] on 
our consideration of XYZ Child Development, Inc.’s internal control over financial reporting and our tests of 
its compliance with certain provisions of laws, regulations, contacts and grants.  That report is an integral part 
of an audit performed in accordance with Government Auditing Standards and should be read in conjunction 
with this report in considering the results of our audit. 
 
 
 

                                                 
1 Auditors may refer to the AICPA Audit and Accounting Guide, Not-For-Profit Organization, for additional guidance on reporting on the financial statements of a 
Not-For-Profit Organization and statement of position (SOP) No. 98-3. 
 
2 If the Not-For-Profit organization is a voluntary health and welfare organization, this phrase should be modified to state”…and the related statements of activities, 
functional expenses and cash flows…” 
  
3 The Standards applicable to financial audits include the general, fieldwork, and reporting standards described in chapters 3, 4, and 5 of Government Auditing 
Standards. 
 
4. When reporting on supplementary information, the auditor should consider the effect of any modifications to the report on the basic financial statements.  Further, 

if the report on supplementary information is other than unqualified, this paragraph should be modified.  Guidance for reporting these circumstances in described 
in SAS No. 29, Reporting on  Information Accompanying the Basic Financial Statements in Auditor-Submitted Documents (AICPA, Professional Standards, 
Vol.1, AU sec 511, paragraphs 551.13-14). 

5. This paragraph should be deleted if the schedule of expenditures of federal awards is not presented with the financial statements (i.e., a separate single audit 
package is issued).  In such circumstance, the required reporting on the schedule may be incorporated in the report issued to meet the requirements of the U.S. 
Office of Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations.  See footnote 29, and example 3a, and 
footnote 34 for additional guidance. 

 
6.  If reporting on additional supplementary information (i.e., combining financial statements and schedules), this paragraph should be modified to describe the 
additional supplementary information.  SAS No. 29 (AICPA, Professional Standards, vol, 1, AU sec. 551), provides useful guidance. 



 
Our audit was conducted primarily for the purpose of expressing an opinion on the basic financial statements of 
XYZ Child Development, Inc., taken as a whole.  The accompanying Schedule of Expenditures of Federal and 
State Awards and supplementary information are presented on pages A-xx to A-xx inclusive, for purposes of 
additional analysis and are not a required part of the basic financial statements. 
 
This additional information has been subjected to the audit procedures applied in the audit of the basic financial 
statements, which are in conformity with the Audit Guide for Audits of Child Development and Nutrition  
Programs issued by the California Department of Education and all other laws, regulations and sub-grant 
requirements.  In our opinion, this additional information is fairly stated, in all material respects, in relation to 
the basic financial statements taken as a whole.4 5 6 

 
[Signature] 
August 15, 200X 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



4. If the financial statements are intended to be presented in accordance with another  STATUS 
 comprehensive basis of accounting does the audit report include 3.a – 3.g (from above) 
 and the following: (AU 623.05) 
 
 a. Include a separate explanatory paragraph which states the basis of presentation REJECT 
   and refers to the note to the financial statements that describes the basis and 
   states that the basis of presentation is a comprehensive basis of accounting other 
   than GAAP? 
 
 b. Contain an opinion (or disclaims an opinion) on whether the financial statements REJECT 
   are presented fairly, in all material respects, in accordance with the basis of  
   accounting described? 
 
 c. Include the manual or printed signature of the auditor’s firm/name and the date REJECT 
   of the audit report? 
 
5. If the auditor makes reference to the work of another auditor: 
 
 a. Does the report indicate the division of responsibility and the magnitude of the REJECT 
   portion of the financial statements audited by the other auditor? 
   (AU 508.12 – 508.13, 543-07) 
 
 b. If the other auditor is named, is the other auditor’s report included with that of REJECT 
   the principal auditor?  (AU 543.07) 
 
6. If a modified report was issued to a scope limitation: 
 
 a. Does the report include an explanatory paragraph that precedes the opinion 
 REJECT 
   paragraph and is referred to in both the scope and opinion  paragraphs? (AU 508.43) 
 
 b. Does the opinion paragraph indicate that the qualification pertains to the possible REJECT 
   effect on the financial statements and not to scope limitations itself (i.e., the  
   qualification is because the auditor is unable to reach a conclusion on one or more  
   matters material to the financial statements, rather than because his or her procedures 
   were restricted?  (AU 508.44) 
 
 c. If the scope restriction is client-imposed, was disclaimer of opinion issued? REJECT 
   (AU 508.42) 



              STATUS 
 
7. If a qualified opinion was issued due to a departure from GAAP, does the report include 
 an explanatory paragraph that precedes the opinion paragraph and that describes or refers 
 to a footnote that describes:  (AU 508.49) 
 
 a. All substantive reasons that led to conclusion that there has been a departure REJECT 
   GAAP? 
 
 b. The principal effects of the subject matter of the qualification of the financial  REJECT 
   position, results of operations and changes in net assets and cash flows, or a  
   statement that the effects are not reasonably determinable? 
 
8. If an adverse  opinion is issued, does the report include a separate explanatory paragraph 
 that precedes the opinion paragraph and describes: (AU 508.68) 
 
 a. All substantive reasons for the adverse opinion.     REJECT 
 
 b. The principal effects of the subject matter of the adverse opinion, the financial REJECT 
   position, results of operations and changes in net assets and cash flows, or a  
   statement that the effects are not reasonably determinable? 
 
9. If a disclaimer of opinion is issued does the report: (AU 508.71 and 508.72) 
 
 a. State the reasons why the audit did not comply with GAAS.  (Note:  if the  REJECT 
   reasons have an effect on Federal Awards, identify the reasons and their effect) 
  
 b. Omit a description of the procedures performed and the characteristics of an  REJECT 
   audit? 
 
 c. State that “We were engaged to audit” rather than “We have audited”?  REJECT 
 
 d. State the scope of the work was not sufficient to warrant the expression of  REJECT 
   an opinion? 



FINANCIAL STATEMENTS 
(Appendix A1) 
 
In order to adhere to GAAP applicable to Not-For-Profit Organizations, the annual reporting provisions 
delineated in Statement of Financial Accounting Standards FASB No. 117, “Financial Statements of Not-For-
Profit Organizations, was used for these reporting requirements.  FASB Statement No. 117 was adopted as the 
standard for general-purpose external financial statements provided by Not-For-Profit Organization.  FASB 
Statement No. 117 defines a complete set of financial statements of a Not-For-Profit Organization to include a 
statement of financial position as of the end of the reporting period, a statement of activities and a statement of 
cash flows for the reporting period, and the accompanying notes to financial statements.  The primary purpose 
of the financial statements is to provide relevant information to meet the common interests of donors, members, 
creditors, and other who provide resources to Not-For-Profit Organizations.  FASB Statement No. 117 is 
effective for annual financial statements issued for fiscal years beginning after December 15, 1994, except for 
organizations with less than $5 million in total assets and less than $1 million in annual expenses.  For 
organizations with less than $5 million in total assets and less than $1 million in annual expenses, the effective 
date is for annual financial statements issued for fiscal years beginning after December 15, 1995.  Depending on 
the number of programs, size and purpose of the organization, combining statements may also be required to 
properly disclose the financial activity and status of the organization.  The following statements are required for 
all Not-For Profit Organizations. 
 
              STATUS 
 
10. If the financial statements are presented in conformity with GAAP and FASB Statement  
 Nos. 116 and 117, are the following statements included:  (if combining statements 
 Are presented be sure figures reconcile to the combined statements) 
 
 a. Statement of Financial Position (CACFP cash advance?)    REJECT 
 
 The Statement of Financial Position should summarize the assets, liabilities, and net assets 
 of the organization.  The primary purpose of a statement of financial position is to provide 
 relevant information about an organization’s assets, liabilities, and net assets and about  
 their relationships to each other at a moment in time.  The information provided in the  
 statement of financial position, used with related disclosures and information in the other 

 financial statements should allow users to assess:  the organization’s ability to continue to  
provide services, the organization’s liquidity, financial flexibility, ability to meet obligations, 
and needs for external financing.  The statement of financial position shall focus on the  
organization as a whole and shall report the amounts of its total assets, liabilities and net 
assets. 
 
The net assets of an organization is comprised of the unrestricted, temporarily restricted and  
the permanently restricted net assets.  FASB Statement No. 116 “Accounting for Contributions  
Received and Contributions Made” provides the authoritative guidance on determining  
whether contributions received are restricted or unrestricted.  The definition of unrestricted  
and restricted net assets are described below based upon FASB Statement Nos. 116 & 117.   
Unrestricted net assets are neither permanently restricted by donor-imposed stipulations.   
Temporarily restricted net assets are the result of contributions and other inflows of assets  
whose use by the organization is limited by donor-imposed stipulations that either expire by  
passage of time or can be fulfilled and removed by actions of the organization pursuant to those 
stipulations, from other asset enhancements and diminishments subject to the same kinds of  
stipulations, and from reclassifications to (or from) other classes of net assets as a consequence  
 



             STATUS 
 

10. a.  Statement of Financial Position (CACFP Cash Advance?) (continued) 
 
of donor-imposed stipulations, their expiration by passage of time, or their fulfillment and  
removal by actions of the organization pursuant to those stipulations.  Permanently restricted  
net assets result from contributions and other inflows of assets whose use by the organization  
is limited by donor-imposed stipulations that neither expire by passage of time nor can be  
fulfilled or other wise remove by actions of the organization, from other asset enhancements  
and diminishments subject to the same kinds of stipulations and form reclassifications from  
(or to ) other classes of net assets as a consequence of donor-imposed stipulations. 

  
 While FASB Statement No. 117 focuses on the entity as a whole, the CDE wants to be  
 able to analyze  the operations of the CDD programs.  For this reason, agencies are required  
 to use a separate fund to account for CDD programs.  These funds should be reported 
 as temporarily restricted when received and reclassified to unrestricted as the organization  
 satisfies the donor-imposed restrictions.  The cash received for CDD programs is restricted 
 used to pay for allowable CDD program costs.  The notes to the financial position should  
 identify the amount of fixed assets purchased with CDD revenue.  The CACFP may have  
 its own separate fund or it may be combined with the CDD fund. 
 
 b.   Statement of Activities         REJECT 
 
 FASB Statement No. 117 identifies the Statement of Activities as the financial statement 
 to report the amount of change in net assets for the period and that is shall focus on the  
 organization as a whole.  The primary purposes of the statement of activities is to provide  
 relevant information about the effects of transactions and other events and  circumstances  
 that change the amount and nature of net assets, the relationships of those transactions  
 and other events and circumstances to each other, and how the organization’s resources  
 are used in providing various programs or services. 
 

 The statement of activities shall report revenues as increases in unrestricted net assets  
unless the use of the assets received is limited by donor-imposed restrictions and shall  
 report expenses as decreases in unrestricted net assets.  Pursuant to FASB Statement  
No. 116, Accounting for Contributions Received and Contributions Made, in the absence  
of a donor’s explicit stipulations or circumstances surrounding the receipt of the  
contribution, contributions are reported as unrestricted support.  Donor-restricted  
contributions are reported as restricted revenues which increase either temporarily or  
permanently restricted net assets.  Donor-restricted contributions whose restrictions are  
met in the same period received, may be reported as unrestricted support provided it is  
done consistently and this policy is disclosed in its accounting policy footnote. 
 
The statement of activities shall report the amount of change in net assets for the period. 
Expirations of donor-imposed restrictions, that simultaneously increase one class of net  
assets and decrease another (reclassification) shall be reported as separate items.  The  
statement of activities shall the gross revenues and expenses.  However, exceptions are  
allowed for investment revenues to be reported as net, as long as the investment expenses  
are disclosed in the notes or on the face of the statement.  Gains and losses from peripheral  
or incidental transactions or from other events beyond the organization’s control may be  
reported as net amounts. 
 



             STATUS: 
 
The organization’s statement of activities or notes to financial statements shall provide  
information about expenses reported by their functional classification such as major  
classes of program services and supporting activities.  Voluntary health and welfare  
organizations shall report that information as well as information about expenses by their  
natural classifications, such as salaries, rent, utilities, etc., in a matrix format in a separate  
financial statement entitled, Statement of Functional Expenses.  The organization should  
also consider disclosing information about the organization’s major programs and the  
relationship between program revenues and expenses.  This information and other  
non-monetary information may be reported as supplemental information. 
 

 c.  Statement of Functional Expenses (for voluntary health and welfare organizations  REJECT 
 only) 
 
d. Statement of Cash Flows         REJECT 
 

STATEMENT OF CASH FLOWS 
 
FASB Statement No. 117 amends FASB Statement No. 95 to require a statement of cash flows as part of a full 
set of financial statements for all business enterprises and not-for-profit organizations FASB Statement No. 117 
is effective for fiscal years beginning after December 15, 1994 with the exception previously discussed.  
Although the statement of cash flows is generally not required for nonprofit institutions before the effective date 
of FASB Statement No. 117, CDE requires presentation of this statement in all audits.  CDE prefers the Indirect 
Method to the Direct Method but FASB statement No. 117 states that the auditor may use either method. 
 
1. The statement of cash flows shall: 
 

i) Explain the change during the period in cash equivalents; and 
 
 ii.) Classify cash receipts and cash payments as resulting from investing, financing, or operating activities. 
 
2. The content and form of the statement of cash flows is as follows: 
 
 i. A statement of cash flows for a period shall report net cash provided or used by operating, investing, 

financing, and the net effect of these flows on cash and cash equivalents during the period in a manner 
that reconciles beginning and ending cash and cash equivalents; and 

 
 ii. In reporting cash flows from operating activities, entities are encouraged to report major classes of gross 

cash receipts and gross cash payments and their arithmetic sum, the net cash flow from operating 
activities (the direct method). 

 
3. Enterprises that do not choose to use the direct method of preparation for the statement of cash flows 

shall determine and report the same amount of net cash flows from operating activities indirectly by 
adjusting the change in net assets to reconcile it to net flow from operating activities; 

 
4. Reconciliation of change in net assets to net cash flow from operating activities shall be provided 

regardless of whether the direct or indirect method is used. 
 
5. Disclosures of investing and financing activities, no resulting in cash receipts or cash payments during 

the period, shall be provided separately. 



 
10.e. CHILD DEVELOPMENT FUND AND NSD       STATUS: 
 SUPPLEMENTARY SCHEDULES: 
 
In order to adhere to GAAP applicable to governmental entities, the annual financial reporting provision 
delineated in the Codification of Governmental Accounting and Financial Reporting Standards published by the 
Governmental Accounting Standards Board (GASB) was used for these reporting requirements.  
 
Specifically the audit reporting for governmental entities is found in SECTION 600 and Appendix 3A for 
Cities and Counties. 
 
 1 COMBINING STATEMENT OF FINANCIAL POSITON   REJECT, IF  
    MORE THAN  
    ONE FUND 

i.) A Combining Statement of Financial Position – All Fund Types and  
   Account Groups: 

 
ii.) A Combining Statement of Financial Position of all funds of each fund type in which the entity 

has more than one fund. 
 
  Note: All CDP funds representing each contract and grant should be combined as the Child 

Development Fund type in a single column.  The assets, liabilities and Net Assets are not longer 
required to be presented as combining CDP funds.  However, the totals for assets liabilities and 
net assets of the Child Development Fund must agree with the combined Statement of Financial 
Position in  Section 511:  and  

 
iii.) Individual Statement of Financial Position for each fund and account group where necessary to 

present the financial position of each fund and account group and schedules necessary to 
demonstrate compliance with finance related legal and contractual provisions. 

 
 2. COMBINING STATEMENT OF ACTIVITIES     REJECT 
 

  Governmental Fund: 
 
  i). A combining Statement of Activities for Support, Revenue and Expenditures –  
  All Governmental fund Types and Expendable Trust Funds; 
 
  ii.) A combining Statement of Revenues, Expenditures, and Changes in fund  
   Balances – budget and Actual – General and Special Revenue Fund Types  
   (and similar governmental fund types for which annual budgets have been  
   legally adopted); 
 

iii.) A Combining Statements of Governmental Fund Revenues, Expenditures, and  
   changes in Fund Balances by fund type; and 
 

iv.) Individual statements of Activities-support, revenues and expenditures for each  
  Fund where necessary to present fund operating results, and schedules necessary to  
  Demonstrate compliance with finance related legal and contractual provisions. 



             STATUS: 
 

 2. COMBINING STATEMENT OF ACTIVITIES (continued)    REJECT 
 
  iii). A Combining Statements of Governmental fund Revenues, Expenditures,  
  and changes in Fund Balances by fund type; and 
 
  iv). Individual statements of activities-support, revenues and expenditures for  
  each fund where necessary to present fund operating results, and schedules  
 necessary to demonstrate compliance with finance related legal and contractual  
  provisions. 
 

  Proprietary Funds: 
 
   i). A combined Statement of Revenues, Expenses, and Changes in Retained Earnings 
   (or Equity) – All Proprietary Funds Types: 
   
  ii). A Combined Statement of Changes in Financial Position – All Proprietary funds Types: 
 
 iii). A Combining Statement of Proprietary Fund Revenues, Expenses, and Changes in Retained 

Earning (or Equity) by Type; 
 

 iv). A Combined Statement of Proprietary Fund changes in Financial Position by fund type; and 
 
 v). Individual statements of revenues, expenditures, and changes in retained earnings (or equity) and 

statements of changes in financial position for each proprietary fund.   
 
 Fiduciary Funds: 
 
 i). Expendable trust funds are similar to governmental funds (modified accrual basis) and should 

have similar statements presented.  Non-expendable trust and pension trust funds are similar to 
proprietary funds (accrual basis) and should have similar statements presented; 

 
 ii). At the General Purpose Financial Statements level, trust fund operating statements may be 

presented separately or within the combined operating statements of the governmental funds or 
the proprietary funds, as appropriate; and 

 
 iii). A Combining Statement of changes in Assets and Liabilities – All Agency Funds.  
 
  Account Groups: 
 
  i). A Statement of Changes in General Fixed Assets; and 
 
  ii). A Statement of Changes in General Long-term Debt. 
 
 
  
 



              STATUS: 
 

4. COMBINING STATEMENT OF CHANGES IN NET ASSETS   REJECT 
 

5. COMBINING STATEMENT OF EXPENDITURES BY STATE CATEGORIES REJECT 
 

 5. COMBINING SCHEDULE OF EQUIPMENT EXPENDITURES   MINOR 
  
6. COMBINING SCHEDULE OF REPAIR AND RENOVATION    MINOR 

  EXPENDITURES 
 

    7. COMBINING SCHEDULE OF ADMINISTRATIVE EXPENSE (CDD)  REJECT 
 
f. Reconciliation of Child Development Fund income and expenditures to the financial  

 statements, as follows;  
 

1. Reconciliation of the Combining Schedule of Expenditures by State Categories  REJECT 
  to the Statement of Activities 
 
 2. Reconciliation of the Combining Schedule of Expenditures by State Categories REJECT 
  to the Statement of Function Expenses (for voluntary health and welfare  
  organizations only) 
 
 3. Reconciliation of Child Development Fund Financial Statements to the Single/ REJECT 
  Organization-wide Audit Report with different Fiscal Year End 
 
11. Do interfund receivable equal interfund payables?  Are Federal funds or   MINOR, UNLESS 
 payable or receivable from other funds of the agency?    DIFFERENCE IS 
 Do they appear to be appropriate?       EXTREMELY 
             LARGE 
 
12. If the financial statements are presented in conformity with a comprehensive REJECT, MAY GO 
 basis other than GAAP, are the statements suitably titled?    MINOR IF ONLY 
             PROBLEM IN 
             REPORT 
 
NOTES TO THE FINANCIAL STATEMENTS 
 
The notes to the financial statements shall include all notes that are essential to assure a fair presentation and 
adequate disclosure of the financial position and operating results of nonprofit or governmental institutions.  
Non-profit institutions shall adhere to the note disclosure requirements as identified in FASB Statements No. 
116 & 117 and other authoritative pronouncements 
 
13. Do the notes provide a description of the reporting entity, all activities,   REJECT MOST 
 organizations, or have functions related to the entity been identified?  OF THE TIME 
 (Does it appear the entire agency has been included in the audit?) 
 



NOTES TO THE FINANCIAL STATEMENTS       STATUS: 
 
14. Do the notes adequately disclose the accounting treatment for the following:   REJECT ON 
 (Materiality is a factor in determining if necessary for adequate disclosure) MATERIAL 

MISSING 
   NOTES 

ONLY 
 
The notes, which are essential to a fair presentation of the financial statements, include but are not limited to: 
 

! Description of the reporting entity; 
! Summary of significant accounting policies; 
! Entity’s adoption of FASB’s Statement Nos. 116 & 117, if still applicable; 
! Valuation of promises to give/receive in future periods; 
! Schedule of present value(s) and recoveries of multi-year contributions under FASB 117 reporting; 
! Significant contingent liabilities; 
! Significant effect of subsequent events; 
! Interfund receivables and payables; 
! Depreciation method; 
! Amount(s) due to child care providers; 
! Food subsidy advance; 
! Deferred revenue; 
! Accumulated unpaid employee benefits such as vacation and sick leave; 
! Pension obligations; 
! Payroll taxes; 
! Reserves (Education Finance Division requirement); 
! Prior period adjustments and accounting changes; 
! Net asset balance by restricted, temporarily restricted, and unrestricted individual fun; 
! Deficit net assets of individual funds on the combining statements, including an adequate note 

describing what caused the deficit and how the agency intends to eliminate the deficit; 
! Donate services and pledged assets; 
! Commitments under capital and operating leases; 
! Related party transactions; 
! Fundraising activities; 
! Indirect cost allocation; joint fund raising cost allocation; 
! Pledged assets; 
! Investments and trust; 
! Valuation, income, gains and losses of equity investments; 
! Encumbrances outstanding; 
! Audit fees; 

 
NOTES TO THE FINANCIAL STATEMENTS 
 

! Rent; 
! Going-concern problem; 
! Due to /due from other programs; 
! Interest earned in subsequent periods for unexpended apportionments; 
! Property, plant and equipment; 
! Accounts receivable 
! Long-term debt; and 
! Y2K compliance 



REPORT ON SCHEDULE OF EXPENDIUTRES OF STATE AND   STATUS: 
FEDERAL AWARDS (Rescinded) 

 
 When the schedule of expenditures of State and Federal awards is not presented   SEE 18 O.4 
 with the financial statements, but appears in a separately issued single audit package,  
 the required reporting on the schedule is incorporated into the combined compliance  
 and internal control report on major programs in accordance with the OMB Circular 
 A-133. 
 
SCHEDULE OF EXPENDITURES OF STATE AND FEDERAL AWARDS 
 
OMB Circular A-133 and A&I require an auditor’s report on the schedule of expenditures of state and 
federal awards. 
 
i). When the schedule of expenditures of Federal awards is not presented with the financial statements, but 

appears in a separately issued single audit package, the required reporting on the schedule is 
incorporated into the combined compliance and internal control report on major programs in accordance 
with OMB Circular A-133. 

 
ii). Identify the additional information accompanying the financial statements (This paragraph must either 

identify the schedule, or reference the page on which the schedule is located). 
 
iii). Clearly describe the auditor’s examination and responsibilities related to the Schedule of Expenditures 

of Federal Awards. 
 
iv). A statement that the accompanying schedule of expenditures of federal awards is presented for 

additional analysis is required by OMB Circular A-133 and GAS and is not a required part of the 
financial statements. 

v). An opinion on whether the schedule is fairly stated, in all material respects, in relation to the financial 
statements taken as a whole. 

 
15. Does the schedule of expenditures of State and Federal awards identify: (SOP 98-3 Appendix C, OMB 

Circular A-133) 
 
 a. Type A and Type B Federal programs and their dollar thresholds used to   REJECT 
  the schedule of findings and questioned costs in 19.a2.vi-vii)? 
 
 b. Type A and Type B Federal programs by Catalog of Federal Domestic Assistance REJECT  
  number and State contract number/agreement number (or make reference to the  
  schedule of findings and questioned costs in 19.a.2.vi-vii)? 
 
 c. Total expenditures for each State and Federal award program?   REJECT 
 
 d. Include notes that describe the significant accounting policies used in preparing REJECT 
  the schedule? 
 
 e. Pass-through entities identify in their schedule how much of their federal awards REJECT 
  is passed through to sub-recipients from each program that is audited as major? 
 



15  Does the schedule of expenditures of State and Federal awards identify: (continued) REJECT 
 (SOP 98-3 Appendix C, OMB Circular A-133) 
 
 f. All non-cash awards are identified:       REJECT 
 
16. Are all State and Federal award programs known by the reviewer to have received  REJECT 
 and those identified elsewhere in the report included in the schedule? (R&R Gain,  
 Commodities Distributed, etc.) 
 
REPORT ON COMPLIANCE AND INTERNAL CONTROL OVER FINANCIAL REPORTING 
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH 
GOVERNMENT AUDITING STANDARDS (AU 801.21-22, AU 801.37, GAS 517-19) 
 
Both AICPA standards and GAS required an assessment of control risk as part of the audit.  The assessment of 
control risk establishes a basis for determining the extent to which auditing procedures are to be performed, and 
it is an intermediate step in forming an opinion on the financial statements.  An auditor’s report on this 
assessment is required for all audits. 
 
The auditor should identify the occurrences of noncompliance with federal, state, or local laws and regulations 
that are material in relation to the general purpose or basic financial statements, and should state that the 
purpose is not to express an opinion, and accordingly no opinion is expressed.  The report should disclose any 
instances of noncompliance or a statement that the tests disclosed non-instances of noncompliance that are 
required to be reported under GAS. 
 
17. Does the report on compliance and internal control structure over financial reporting in accordance with 

GAS contain the following: (AU 801.37, GAS 5.17, 5.18, 5.19, 5.20 and 5.28, and AICPA’s 
“Illustrative OMB Circular A0133 Report Examples” guide and SOP 98-3, Appendix D) 

 
a. a statement that the auditor has audited the financial statements and a   REJECT 
 reference to the auditor’s report thereon? 
 
b. a statement that the audit was conducted in accordance with GAAS and GAS? MUST   
            HAVE AT 
            LEAST ONE, 
            REJECT IF 
            NONE 
 
c. if there is any departure from the standard, unqualified report, does the  REJECT 
 auditor describe the nature of the departure? (e.g., qualified opinion, 
 modification as to consistency due to change in accounting principle,  
 reference to the report of other auditors, etc.) 
 
d. a statement that, as part of obtaining reasonable assurance about whether  REJECT 
 the financial statements are free from material misstatement, the auditor  
 performed tests of compliance with certain provisions of the laws, regulations, 
 contracts, and grants and the noncompliance with which could have a direct 
 and material effect on the determination of financial statement amounts? 
 
e. a statement that the auditor’s objective was not to provide an opinion on  MINOR 
 compliance with such provisions? 

17. Compliance (continued)         STATUS: 



 
  f. a statement of positive assurance that the results of the tests disclosed no   REJECT 
   no instances of noncompliance that are required to be reported under GAS?7 
 

g. a statement that, in planning and performing the audit of the financial statements,  REJECT 
  the auditor considered the entity’s internal control over financial reporting in  
  order to determine the auditing procedures for the purpose of expressing 
  an opinion on the financial statements and not to provide assurance on the 
  internal control over financial reporting? 
 

h. If NO reportable conditions were noted does the report include each of the following: 
 
  1. a statement that the auditor’s consideration of the internal control over  REJECT 
   financial reporting would not necessarily disclose all matters in the 
   internal controls over financial reporting that might be material  
   weaknesses under standards established by the AICPA?, 
 
  2. the definition of a material weakness?,. and     REJECT 
 
  3. a statement that the auditor noted no matters involving the internal  REJECT 
   control over financial reporting and its operation that the auditor 
   considered to be a material weaknesses8 as defined above? 
 
  i. if reportable conditions were noted does the report include each of the following:  
   
   1. the definition of a reportable condition?,     REJECT 
 
   2. a reference to the accompanying schedule of findings and questioned  REJECT 
    costs describing the reportable conditions(s) noted?, 
 
   3. the definition of a material weakness?, and     REJECT 
 
   4. a statement about whether the auditor believes any of the reportable REJECT 
    conditions are material weaknesses? 

                                                 
7 If the auditor has issued a separate management letter to communicate matters that do not meet the criteria for reporting in paragraph 5.18 of GAS, this paragraph 
should be modified to include a statement such as the following:  However, we noted certain immaterial instances of noncompliance that we have reported to 
management of Example Entity in a separate letter dated August 15, 19X1. 
 
This reference to management is intended to be consistent with GAS, chapter 5, paragraph 5.20, which indicates that communication to “top” management should be 
referred to: 
 
       Or 
 
   The results of our test disclosed instances of noncompliance that are required to be 

 reported under Government Auditing Standards which are described in the accompanying  
schedule of findings and questioned costs as items [List related finding reference numbers=] 

8 If the auditor issued a management letter to communicate other matters involving the design and operation of the internal control over financial reporting, this 
paragraph should be modified to include a statement such as the following: 
 

However, I noted other matters involving the internal control over financial reporting that I have reported to management of Example Entity in a separate 
letter dated August 15, 19X1. 
 

This reference to management is intended to be consistent with GAS, chapter 5, paragraph 5.28, which indicates that communications to “top” management should be 
referred to. 



17. Internal Control Over Financial Reporting (continued)     STATUS: 
 

j. if the reportable conditions noted are considered to be material weaknesses  
 does the report: 
 
 identify which reportable condition(s) are material weakness(es) in the   REJECT  
 accompanying schedule of findings and questioned costs9? 
 
 k. a statement that the report is intended for the information of the audit committee MINOR 
  management and federal awarding agencies and pass-through entities10 and is 
  not intended to be and should not be used by anyone other than those specified 
  parties11? (SAS No. 87) 
 
  l. includes the manual or printed signature of the auditor’s name or form and the REJECT 
   date of the audit report? 
 

Auditors must communicate to the audit committee or it’s equivalent any reportable conditions and material 
weaknesses discovered during the course of the audit.  Reportable conditions are significant deficiencies in the 
design or operation of the internal control structure, which could adversely affect the organization’s ability to 
record, process, summarize, and report financial data consistent with the assertions of management in the 
financial statements. 
 
A material weakness is a reportable condition when specific elements of the condition do not reduce to a 
relatively low level, the risk that errors or irregularities in amounts that may be material to the financial 
statements being audited, may occur and not be detected within a timely period by employees in the normal 
course of performing their assigned functions. 
 
Should the auditor find no reportable conditions during an audit, the report should state that no material 
weaknesses were found. 
 
In addition, the auditor must communicate to management, either verbally or in writing,  any deficiencies in the 
internal control structure that are not significant enough to be reportable conditions.  If the auditor has issued a 
separate written communication (Management Letter) describing such “non-reportable conditions, “ that 
communication must be referred to the report on internal controls and a copy of the written communication 
shall be sent to the CDE’s A&I. 

                                                 
9 If conditions believed to be material weaknesses are disclosed, the report should identify the material weaknesses that have come to the auditor’s attention.  The last 
sentence of this paragraph should be replaced with language such as the following: 
 
 However, of the reportable conditions described above, we consider items [List related finding reference numbers] to be material weaknesses. 
10 If this report is issued for an audit that is not subject to OMB Circular A-133, this sentence should be modified as follows: 
 
 This report is intended for the information of the audit committee, management and [specify legislative or regulatory body]. 
 
All references to the schedule of findings and questioned costs should be removed and, instead, a description of the findings should be included in the report. 
11 If the report is not a matter of public record, this sentence should be deleted. 



Auditor’s Letterhead 
    

REPORT ON COMPLIANCE AND ON INTERNAL CONTROLS OVER FINANCIAL  
REPORTING BASED ON A AUDIT OF FINANCIAL STATEMENTS 

PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS 
[No Reportable Instances of Noncompliance and No Material Weaknesses 

(No Reportable Conditions Identified)] 
 

Board of Directors 
XYZ Child Development, Inc., 
 
We have audited the financial statements of XYZ Child Development, Inc., as of and for the year ended June 
30, 200X, and have issued our report thereon dated August 15, 200X7.  We conducted our audit in accordance 
with auditing standards generally accepted in the United States of America and the standards applicable to 
financial audits contained in Government Auditing Standards,8 issued by the Comptroller General of the United 
States. 
 
Compliance 
As part of obtaining reasonable assurance about whether XYZ Child Development, Inc’s., financial statements 
are free of material misstatement, we performed tests of it’s compliance with certain provisions of laws, 
regulations, contracts, and grants, noncompliance with which could have a direct and material effect on the 
determination of financial statement amounts.  However, providing an opinion on compliance with those 
provisions was not an objective of our audit and, accordingly, we do not express such an opinion.  The results 
of our tests disclosed no instances of noncompliance that are required to be reported under Government 
Auditing Standards.910 
 
Internal Control Over Financial Reporting 
In planning and performing our audit, we considered XYZ Child Development, Inc.’s internal control over 
financial reporting in order to determine our auditing procedures for the purpose of expressing our opinion on 
the financial statements and not to provide assurance on the internal control over financial reporting.  Our 
consideration of the internal control over financial reporting would not necessarily disclose all matters in the 
internal control over financial reporting that might be material weaknesses.  A material weakness is a condition 
in which the design or operation of one or more of the internal control components does not reduce to a 
relatively low level the risk that misstatements in amounts that would be material in relation to the financial 
statements being audited may occur and not be detected within a timely period by employees in the normal 
course of performing their assigned functions.  We noted no matters that we consider to be material 
weaknesses.11 
                                                 
7 Describe any departure from the standard report (e.g., qualified opinion, modification as to consistency due to change in accounting principle, reference to the report 
of other auditors, etc.). 
8 The standards applicable to financial audits include the general, fieldwork, and reporting standards described in Chapters 3,4, and 5 of Government Auditing 
Standards. 
9 See Government Auditing Standards, Chapter 5, paragraphs 5.18 and 5.19 for reporting criteria. 
10 If the Auditor has issued a separate letter to management to communicate matters that do not meet the criteria for reporting in paragraph 5.18 of Government Auditing 
Standards, this paragraph should be modified to include a statement such as the following: 
 

However, we noted certain immaterial instances of noncompliance that we have reported to management of XYZ Child Development, Inc., in a separate 
letter dated August 15, 19X8. 
 

This reference to management is intended to be consistent with Government Auditing Standards, Chapter 5, Paragraph 5.20, which indicates that communications to 
“top” management should be referred to. 
11 If the auditor has issued a separate letter to management to communicate other matters involving the design and operation of the internal control over financial 
reporting, this paragraph should be modified to include a statement such as the following: 
  

However we noted other matters involving the internal control over financial reporting that we have reported to Management of XYZ Child Development, 
Inc. in  separate letter dated August 15, 200X 
 



 
 
This report is intended solely for the information of the Board of Directors, Audit Committee, management, and 
Federal awarding agencies and pass-through entities.12  However, this report is a matter of public record and its 
distribution is not limited. 
 
[Signature] 
August 15, 200X 

                                                                                                                                                                                     
This reference to management is intended to be consistent with Government Auditing Standards, Chapter 5, paragraph 5.28, which indicates that communications to 
“top” management should be referred to. 
12   If this report is issued for an audit that is not subject to U.S. Office of Management and Budget Circular A-133, this sentence should be modified as follows: 
 
This report is intended for the information of the Board of Directors, audit committee, management, the California Department of Education (CDE), the United States 
Department of Agriculture (USDA), and [specify any other applicable legislative or regulatory body]. 



Auditor’s Letterhead 
 

REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCIAL REPORTING  
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH 

GOVERNMENT AUDITING STANDARDS 
(Reportable Conditions Identified)] 

 
 

Board of Director 
XYZ Child Development, Inc. 
 
We have audited the financial statements of XYZ Child Development Inc., as of and for the year ended June 
30, 200X, and have issued our report thereon dated August 15, 200X.13  We conducted our audit in accordance 
with auditing standards generally accepted in the United States of America and the standards applicable to 
financial audits contained in Government Auditing Standards;14 issued by the Comptroller General of the 
United States. 
 
Compliance 
As part of obtaining reasonable assurance about whether XYZ Child Development, Inc.’s, financial statements 
are free of material misstatement, we performed tests of its compliance with certain provisions of laws, 
regulations, contracts and grants, noncompliance with which could have a direct and material effect on the 
determination of financial statement amounts.  However, providing an opinion on compliance with those 
provisions was not an objective our audit and, accordingly, we do not express such a opinion.  The results of 
our test disclosed instances of noncompliance that are required to be reported under Government Auditing 
Standards15  These are described in the accompanying Schedule of Findings and Questioned Costs as items 
[reference the related finding numbers, for example 200X-2 and 200X-5].16 
 
Internal Control Over Financial Reporting 
In planning and performing our audit, we considered XYZ Child Development, Inc’s., internal control over 
financial reporting in order to determine our auditing procedures for the purpose of expressing our opinion on 
the financial statements and not to provide assurance on the internal control over financial reporting.  Our 
consideration of the internal control over financial reporting would not necessarily disclose all matters in the 
internal control over financial reporting that might be material weaknesses.  A material weakness is a condition 
in which the design or operation of one of more of the internal control components does not reduce to a 
relatively low level the risk that misstatements in amount that would be material in relation to the financial 
statements being audited may occur and not be detected with a timely period by employees in the normal course 
of performing their assigned functions. 
 
However, we noted certain matters involving the internal control over financial reporting and its operation that 
we consider to be reportable conditions.  Reportable conditions involve matters coming to our attention relating 
to significant deficiencies in the design or operation of the internal control over financial reporting that, in our 
judgment, could adversely affect XYZ Child Development, Inc’s., ability to record, process, summarize and  
 
                                                 
13   Describe any departure from the standard report (e.g., qualified opinion, modification as to consistency due to change in accounting principle, reference to the 
report of other auditors, etc.) 
14   The standards applicable to financial audits include the general, fieldwork, and reporting standards described in Chapters 3,4, and 5 of Government Auditing 
Standards. 
15   See Government Auditing Standards, chapter 5, paragraphs 5.18 and 5.19, for reporting criteria. 
16   If the auditor has issued a separate letter to management to communicate matters that do not meet the criteria for reporting in paragraph 5.18 of Government 
Auditing Standards, this paragraph should be modified to include a statement such as the following: 
 We also noted certain immaterial instances of noncompliance that we have reported to management of XUZ Child Development, Inc. in a separate letter 
dated August 15, 19X8.  This reference to management is intended to be consistent with Government Auditing Standards, Chapter 5, paragraph 5.20 which indicates 
that communications to “top” management should be referred to. 



report financial data consistent with the assertions of management in the financial statements.  Reportable 
conditions are described in the accompanying Schedule of Findings and Questioned Costs as items [reference 
related finding numbers, for example 200X-1, 200X-4 and 200X-8]. 
 
However, we believe none of the reportable conditions described above is a material weakness.17 18   
 
This report is intended solely for the information of the Board of Directors, Audit Committee, management, and 
Federal awarding agencies and pass-through entities.  However, this report is a matter of public record and its 
distribution is not limited.19 
 
[Signature} 
August 15, 200X 

                                                 
17 If conditions believed to be material weaknesses are disclosed, the report should identify the material weaknesses that have come to the auditor’s attention.  The last 
sentence of this paragraph should be replaced with language such as the following: 
 
 However, of the reportable conditions described above, we consider items [Listed related finding reference numbers, for example 98-1 and 98-8] to be 
material weaknesses. 
18 If the auditor has issued a separate letter to management to communicate other matters involving the design and operation of the internal control over financial 
reporting, this paragraph should be modified to include a statement such as the follows: 
 
 We also noted other matters involving the internal control over financial reporting that we have reported to management of XYZ Child Development, Inc. in 
a separate letter dated August 15, 19X8.  This reference to management is intended to be consistent with Government Auditing Standards, chapter 5, paragraph 5.28, 
which indicates that communications to “top” management should be referred to. 
19 If this report is issued for an audit that is not subject to U.S. Office of Management and Budget Circular A-133, this sentence should be modified as follows: 
 
 This report is intended for the information of the Board of Directors, audit committee, management and the California Department of Education (CDE), the 
United States Department of Agriculture (USDA), and [specify any other applicable legislative or regulator body.] 
 
Also, all references to the schedule of findings and questioned costs should be removed and, instead, a description of the findings should be included in the report. 



REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR 
PROGRAM AND INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB 
CIRCULAR A-133 
 
Circular A-133 establishes requirements for additional audit procedures and reporting relative to the auditor’s 
consideration of internal control over compliance for major federal programs. 
 
The auditee is responsible for designing and implementing internal control that is sufficient to provide 
reasonable assurance that the auditee is managing federal awards in compliance with laws, regulations, and the 
provisions of contracts or grant agreements that could have a material effect on each of its federal programs. 
 
In addition to the requirements of GAAS and GAS, OMB Circular A-133 required the auditor to: 
 
! Perform procedures to provide sufficient knowledge of both the design of the relevant controls pertaining to 

each of the five internal control components in SAS No. 78, as follows: 
 

1. Control Environment 
2. Risk Assessment 
3. Control Activities 
4. Information and Communication 
5. Monitoring 

 
! Whether they have been placed in operation in order to plan the audit to support a low assessed level of 

control risk for major programs. 
! Plan the testing of internal control over compliance for major federal programs to support a low assessed 

level of control risk for the assertions relevant to the compliance requirements for each major program. 
! Perform testing of the internal control over compliance as planned, 
! Report on internal control over compliance describing the scope of the testing of internal control and the 

results of the tests and referencing to the separate schedule of findings and questioned costs.  Therefore, the 
findings disclosing reportable conditions in the internal control over compliance for major programs should 
be evaluated as to whether any such conditions were material weaknesses and whether they have any effect 
on the agency’s financial statements and supplementary information. 

 
18. Does the report on compliance with requirements applicable to each major program and internal control 

over compliance in accordance with OMB Circular A-133 include: (GAS, Chapter 5, AU 801.73 – 74, 
and AU 801.83 – 84; and SOP 98-3, Appendix D) 

 
   Compliance 
 

a. a statement that the entity’s compliance with the types of requirements, as  REJECT 
 described in OMB Circular A-133 Compliance Supplement that are applicable 
 to each of its major federal programs, and identified in the report, was audited  
 for the year ended.? 

 
b. Make reference to the entity’s major federal programs that are identified in the  REJECT 

Summary of auditor’s results section of the accompanying schedule of findings 
And questioned costs? 
 



            STATUS: 
 

c. a statement that compliance with the requirements of laws, regulations,  REJECT 
 contracts and grants applicable to each o the entity’s major federal programs  
 is the responsibility of the entity’s management, and that the auditor’s  
 responsibility is to express an opinion on compliance with those requirements  
 based on his or her audit?  
 
d. a statement that the audit was conducted in accordance with GAAS, GAS,   MINOR IF 
 and OMB Circular A-133?        AT LEAST 

TWO 
REJECT IF 
ONE OR 
NONE 
 

    e. a statement that GAAS, GAS, and OMB Circular A-133 required that the  REJECT 
     auditor plan and perform the audit to obtain reasonable assurance about 
     whether noncompliance with the requirements referred to above that could 
     have a direct and material effect on a major federal program, occurred? 
 
    f. a statement that an audit includes examining on a test basis, evidence about REJECT 
     the entity’s compliance with the requirements referred to above and performing  
     other such other procedures as the auditor considered necessary in the  
     circumstances? 
 
    g. a statement that the auditor believes that his or her audit provides a reasonable REJECT 
     basis for an opinion? 
 
    h. a statement that the audit does not provide a legal determination on the entity’s REJECT 
     compliance with those requirements? 
 
    i. an opinion on whether the entity complied in all material respects, with the  REJECT 
     requirements referred to above that are applicable to each of its major federal  
     programs? 
 

i. if a qualified opinion is rendered on compliance due to reportable conditions 
  does the report include an explanatory paragraph that precedes the opinion  
  paragraph, which describes or refers to a footnote with the following information: 
 
  1. Identifies the noncompliance items in a list of related  finding reference REJECT 
   numbers in the accompanying schedule of findings and questioned costs? 
 
  2. a statement identifying the types of compliance requirements that the  REJECT 
   entity did not comply with? 
 
  3. identifies the major federal programs(s) with the types of noncompliance REJECT 
   referenced in (ii) above? 
 
 
 
 



18.  Compliance (continued)         STATUS: 
 
     4. a statement that compliance with such requirements is necessary in  REJECT 
      the auditor’s opinion for the entity to comply with requirements 
      applicable to the programs(s)? 
 
    k. does the qualified opinion paragraph state that in the auditor’s opinion,   REJECT 
     except for the noncompliance in the preceding paragraph, that the entity  
     complied, in all material respects, with the requirements referred to in j. 
     above, that are applicable to each of its major federal programs for the year  
     then ended?12 
 

l. if instance of noncompliance were noted does the report include each of the following: 
 

1. a statement that the instances of noncompliance are required to be  REJECT 
 reported in accordance with OMB Circular A-133?; and 
 
2. a reference to the instances of noncompliance as described in the  REJECT 
 accompanying schedule of findings and questioned costs as items listed?13 14 
 

m. a statement that management is responsible for establishing and maintaining 
 REJECT 
 effective internal control over compliance with requirements of laws,  
 regulations, contracts and grants applicable to federal programs? 
 
n. a statement that, in planning and performing the audit, the auditor considered REJECT 
 the entity’s internal control over compliance with requirements that could have 
 a direct and material effect on a major federal program in order to determine the  
 auditing procedures for the purpose of expressing an opinion on the entity’s 
 compliance and to test and to report on internal control over compliance in  
 accordance with OMB Circular A-133? 
 
o. if NO reportable conditions were noted does the report include each of the following: 
 

1. a statement that the auditor’s consideration of internal control over  REJECT 
 compliance would not necessarily disclose all matters on the internal  
 control that might be material weaknesses under standards  
 established by the AICPA? 

                                                 
12   When other instances of noncompliance are identified in the schedule of findings and questioned costs as required by OMB circular A-133, the following sentence 
should be added: 

The results of our auditing procedures also disclosed other instances of noncompliance with those 
Requirements that are required to be reported in accordance with OMB Circular A-133 and which are described  

in the accompanying schedule of findings and questioned costs as items [List related finding reference number(s)]. 
 
13   Should list related finding reference numbers, for example, 97-3 and 97-6. 
14   When there are no such instances of noncompliance identified in the schedule of findings and questioned costs, the last sentence should be omitted.. 



Internal Control Over Compliance (continued)       STATUS: 
 
     2. the definition of a material weakness?, and     REJECT 
 
     3. a statement that the auditor noted no matter involving the internal   REJECT 
      control over compliance and its operation that he or she considered 
      to be material weaknesses as defined above?15 

   
     4. if a separate single audit package is issued, as referenced in 3.k. note 2, 
      does the auditor include the required reporting on the schedule of 
      expenditures of federal awards, as follows: 
 
      i. a statement that the auditor has audited the financial statements REJECT 
       and a reference to the auditor’s report thereon? 
 
      ii. identify the additional information accompanying the financial  REJECT 
       statements?  (The report must either identify the schedule, 
       or reference the page on which the schedule is located). 
 
      iii. statement that the accompanying schedule is presented for  REJECT 
       purposes of additional analysis as required by OMB Circular 
       A-133? 
 
      iv. clearly identify the auditor’s examination and responsibilities  REJECT 
       related to the Schedule of Expenditures of Federal and State 
       Awards? 
 
      v. include either an opinion on whether the schedule is fairly  REJECT 
       stated in all material respects in relation to the financial  
       statements taken as a whole, or a disclaimer of opinion? 
 

p. if reportable conditions were noted does the report include each of the following: 
  
 1. the definition of a reportable condition?,     REJECT 
 
 2. a reference to the accompanying schedule of findings and questioned REJECT 
  costs describing the reportable condition(s) noted?, 
 
 3. the definition of a material weakness?, and     REJECT 
 
 4. a statement about whether the auditor believes any of the    REJECT 
  the reportable conditions are material weaknesses? 
 
q. if the reportable conditions noted were considered to be material   REJECT 
 weaknesses does the report identify which reportable conditions are material 
 weaknesses by including a list of the related finding reference numbers? 
 

Internal Control Over Compliance (continued):       STATUS: 
                                                 
15   As referenced to in 3.k, note 2, there may be instances where it would be appropriate to report on the schedule of expenditures of federal awards in this report (i.e., a 
separate Footnote 9 (continued: single audit package is issued).  In such a circumstance, a new section should be added immediately following this paragraph in 
accordance with 3.k. ) 



 
      r. a statement that the report is intended for the information of the audit  MINOR 
       committee, management and federal awarding agencies and pass-through 
       entities and is not intended to be used by anyone other than those specified  
       parties? (SAS No. 87) 
 
      s. include the manual or printed signature of the auditor’s name or firm and  REJECT 
       the date of the audit report? 



Auditors Letterhead 
 
 
 

REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR 
PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE 

WITH OMB CIRCULAR A-133 
 

[Unqualified Opinion on Compliance and No Material Weaknesses (No Reportable Conditions Identified)] 
 
 

Board of Directors 
XYZ Child Development, Inc. 

 
Compliance 
We have audited the compliance of XYZ Child Development, Inc., with the types of compliance requirements 
described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement that are 
applicable to each of its major federal programs for the year ended June 30, 200X.  XYZ Child Development, 
Inc’s. major federal programs are identified in the summary of auditor’s results section of the accompanying 
Schedule of Findings and Questioned Costs.  Compliance with the requirements of laws, regulations, contracts 
and grants applicable to each of its major federal programs is the responsibility of XYZ Child Development 
Inc.’s., management.  Our responsibility is to express an opinion on XYZ Child Development Inc.’s 
compliance based on our audit. 
 
We conducted our audit of compliance in accordance with auditing standards generally accepted in the United 
States of America; the standards applicable to financial audits contained in Government Auditing Standards,20 
issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local 
Governments, and Non-Profit Organizations.  Those standards and OMB Circular A-133 require that we plan 
and perform the audit to obtain reasonable assurance about whether noncompliance with the types of compliance 
requirements referred to above that could have a direct and material effect on a major federal program occurred.  
An audit includes examining, on a test basis, evidence about XYZ Child Development Inc’s., compliance with 
those requirements and performing such other procedures as we considered necessary in the circumstances.  We 
believe that our audit provides a reasonable basis for our opinion.  Our audit does not provide a legal 
determination on XYZ Child Development Inc’s., compliance with those requirements. 
 
In our opinion, XYZ Child Development Inc. complied, in all material respects, with the requirements referred 
to above that are applicable to each of its major federal programs for the year ended June 30, 200X.  However 
the results of our auditing procedures disclosed other instances of noncompliance with those requirements that 
are required to be reported in accordance with OMB Circular A-13321 and which are described in the 
accompanying Schedule of Findings and Questioned Costs as items [reference related finding numbers, for 
example 200X-3 and 200X-6].22 
 
 
 
 
 
                                                 
20   The standards applicable to financial audits include the general, fieldwork, and reporting standards described in Chapters 3, 4 and 5 of Government Auditing 
Standards. 
21   Note:  The reference to instances of non-compliance in accordance with OMB Circular A-133 is required only when the auditor issues an unqualified opinion on 
compliance with no material. 
22  When there are not sure instances of noncompliance identified in the schedule of findings and questioned costs, the last sentence should be omitted. 
 



 
 
Internal Control Over Compliance 
The management of XYS Child Development, Inc. is responsible for establishing and maintaining effective 
internal control over compliance with requirements of laws, regulations, contract, and grants applicable to 
Federal programs.  In planning and performing our audit, we considered XYZ Child Development, Inc.’s 
internal control over compliance with requirements that could have a direct an material effect on a major Federal 
program in order to determine our auditing procedures for the purpose of expressing our opinion on compliance 
and to test and report on internal control over compliance in accordance with OMB Circular A-133. 
 
We noted certain matters involving the internal control over compliance and its operation that we consider to be 
reportable conditions.  Reportable conditions involve matters coming to our attention relating to significant 
deficiencies in the design or operation of the internal control over financial reporting that, in our judgment, could 
adversely affect XYZ Child Development, Inc.’s ability to record, process, summarize and report financial data 
consistent with the assertions of management in the financial statements.  Reportable conditions are described in 
the accompanying Schedule of Findings and Questioned Costs as items 200X-5 and 200X-7. 
 
Our consideration of the internal control over compliance would not necessarily disclose all matters in the 
internal control that might be material weaknesses.  A material weakness is a condition in which the design or 
operation of one or more of the internal control components does not reduce to a relatively low level the risk that 
noncompliance with applicable requirements of laws, regulations, contracts and grants that would be material in 
relation to a major federal program being audited may occur and not be detected within a timely period by 
employees in the normal course of performing their assigned functions.  We noted no matters involving the 
internal control over compliance and its operation that we consider to be material weaknesses.23 
 
This report is intended for the information of the Board of Directors, audit committee, management and Federal 
awarding agencies and pass-through entities and is not intended to be and should not be used by anyone other 
than those specified parties. 
 
[Signature] 
August 15, 200X 

                                                 
23   As noted in footnote 5, there may be instances where it would be appropriate to report on the schedule of expenditures of federal and state awards in this report (i.e., 
a separate audit package is issued).  In such a circumstance, a new section should be added immediately following this paragraph as follows: 
   Schedule of Expenditures of Federal and State Awards 

We have audited the [general-purpose or basic] financial statements of XYZ Child Development, Inc., as of and for the year ended June 30, 19X8 and have  
issued our report thereon dated August 15, 19X8.  Our audit was performed for the purpose of forming an opinion on the [general-purpose or basic] 
financial statements taken as a whole.  The accompanying schedule of expenditures of federal and state awards is presented for purposes of additional 
analysis as required by OMB Circular A-133 and is not a required part of the [general-purpose or basic] financial statements and, in our opinion, is fairly 
states, in all material respects, in relation to the [general-purpose or basic] financial statements as a whole. 

Auditors should also refer to footnote 4 and 7 for additional guidance. 



 
Auditor’s Letterhead 

 
 

REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR 
PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE 

WITH OMB CIRCULAR A-133 
 

[Qualified Opinion on Compliance and Reportable conditions Identified] 
 
 

Board of Directors 
XYZ Child Development, Inc. 
 
Compliance 
We have audited the compliance of XYZ Child Development, Inc. with the types of compliance requirements 
described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement that are 
applicable to each of its major federal programs for the year ended June 30, 200X.  XYZ Child Development, 
Inc.’s major federal programs are identified in the summary of auditor’s results section of the accompanying 
Schedule of Findings and Questioned Costs.  Compliance with the requirements of laws, regulations, contracts 
and grants applicable to each of its major federal programs is the responsibility of XYZ Child Development, 
Inc’s., management.  Our responsibility is to express an opinion on XYZ Child Development, Inc.’s 
compliance based on our audit. 
 
We conducted or audit of compliance in accordance with auditing standards generally accepted in the United 
States of America; the standards applicable to financial audits contained in Government Auditing Standards,24 
issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local 
Governments, and Non-Profit Organizations.  Those standards and OMB Circular A-133 require that we plan 
and perform the audit to obtain reasonable assurance about whether noncompliance with the types of compliance 
requirements referred to above that could have a direct and material effect on a major federal program occurred.  
An audit includes examining, on a test basis, evidence about XYZ Child Development, Inc.’s compliance with 
those requirements and performing such other procedures, as we considered necessary in the circumstances.  We 
believe that our audit provides a reasonable basis for our opinion.  Our audit does not provide a legal 
determination on XYZ Child Development, Inc.’s compliance with those requirements. 
 
As described in item 200X-9 in the accompanying Schedule of Findings and Questioned Cost, XYZ Child 
Development, Inc. did not comply with requirements regarding [identify type(s) of compliance requirement] that 
are applicable to its [identify major federal program].  Compliance with such requirements is necessary, in our 
opinion, for XYZ Child Development, Inc. to comply with requirements applicable to that program. 
 
In our opinion, except for the noncompliance described in the preceding paragraph, XYZ Child Development, 
Inc. complied, in all material respects, with the requirements referred to above that are applicable to each of its 
major federal programs for the year ended June 30, 200X.25 
 
 

                                                 
24   The Standards applicable to financial audits include the general, fieldwork and reporting standards described in Chapters 3, 4 , and 5 of Government Auditing 
Standards. 
25   When other instances of noncompliance are identified in the schedule of findings and questioned costs as required by OMB Circular A-133, the following sentence 
should be added: 
 The results of our auditing procedures also disclosed other instances of noncompliance with those requirements that are required to be reported in accordance 
with OMB Circular A-133 and which are described in the accompanying schedule of findings and question ed costs as items [List related finding reference number, for 
example, 98-?] 



 
 
Internal Control Over Compliance 
The management of XYZ Child Development, Inc. is responsible for establishing and maintaining effective 
internal control over compliance with requirements of laws, regulations, contracts and grants applicable to 
federal programs.  In planning and performing our audit, we considered XYZ Child Development, Inc.’s. 
internal control over compliance with requirements that could have a direct and material effect on a major 
federal program in order to determine our auditing procedures for the purpose of expressing our opinion on 
compliance and to test and report on internal control over compliance in accordance with OMB Circular A-133. 
 
We noted certain matters involving the internal control over compliance and its operation that we consider to be 
reportable conditions.  Reportable conditions involve matters coming to our attention relating to significant 
deficiencies in the design or operation of the internal control over financial reporting that, in our judgement, 
could adversely affect XYZ Child Development, Inc.’s ability to administer a major federal program in 
accordance with the applicable requirements of laws, regulations, contracts and grants.  Reportable conditions 
are described in the accompanying Schedule of Findings and Questioned Costs as items 200X-8 and 200X-9. 
 
Our consideration of the internal control over compliance would not necessarily disclose all matters in the 
internal control that might be material weaknesses.  A material weakness is a condition in which the design or 
operation of one or more of the internal control components does not reduce to a relatively low level the risk that 
noncompliance with applicable requirements of laws, regulations, contracts and grants that would be material in 
relation to a major federal program being audited may occur and not be detected within a timely period by 
employees in the normal course of performing their assigned functions.  However, we believe none of the 
reportable conditions described above is a material weakness.26 27 
 
This report is intended for the information of the Board of Directors, audit committee, management and federal 
awarding agencies and pass-through entities and is not intended to be and should not be used by anyone other 
than those specified parties. 
 
[Signature] 
August 15, 200X 

                                                 
26   If conditions believed to be material weaknesses are disclosed, the report should identify the material weaknesses that have come to the auditor’s attention.  The last 
sentence of this paragraph should be replaced with language such as the following: 
 However, of the reportable conditions described above, we consider items {List related finding reference number, for example, 98-? And 98-]] to be a 
material weaknesses. 
 
27   As noted in footnote 5, there may be instances where it would be appropriate to report on the schedule of expenditures of federal and state awards in this report (i.e., 
a separate single audit package is issued).  In such a circumstance, a new section should be added immediately following these paragraphs as follows: 
 Schedule of Expenditures of Federal and State Awards:  We have audited the [general-purpose or basic] financial statements of XYZ Child Development, 
Inc. as of and for the year ended June, 19X8 and have issued our report thereon dated August 15, 19X8.  Our audit was performed for the purpose of forming an opinion 
on the [general-purpose or basic] financial statements.  Such information has been subjected to the auditing procedures applied in the audit of the [general-purpose or 
basic] financial statements take as a whole.   
 
Auditors should also refer to footnote 4, and 7 for additional guidance. 



SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
 
FINDINGS AND RECOMMENDATIONS 
 
All findings, including internal control and compliance findings must be disclosed in this section.  The finding, 
amounts or items questioned, and the auditor’s recommendations must be included.  Findings involving federal 
programs must be identified by the program name, program catalog number, and grant number (if applicable).  
Findings, which require no corrective action, should be presented with a statement to that effect which includes 
the specific reasons why no action is necessary. 
 
This section should include a list of any federal and state financial reports that should have been included within 
the scope of the audit, but had not been filed with the appropriate agencies before the end of the auditor’s 
fieldwork. 
 
19. If noncompliance is reported, do(es) the report (s) on compliance (or accompanying  STATUS: 
  schedule of Findings and Recommendations) include the following three components: 
  (GAS 5.7 – 5.9, 7.17 – 7.26, 7.33 – 7.53, and 7.55 – 7.69; and SOP 98-3, Appendix E) 
 

a. a summary of the auditor’s results, including: 
 

1. type of report issued on the financial statements?   MINOR, IF 
          ELSEWHERE 
          IN REPORT 
 
2. statement on various elements of reports, as follows; 

 
    i). Internal control – the audit of the financial statements REJECT 
     disclosed reportable conditions in internal control and 
     whether any such conditions were material 
     weaknesses? 
 
    ii). Noncompliance – material to the financial statements? REJECT 
 
    iii). Reportable conditions – in internal controls over major REJECT 
     programs and whether any such conditions were material  
     weaknesses? 
 
    iv). Type of opinion rendered – on compliance report for MINOR, IF 
     major programs?      ELSEWHERE  
             IN REPORT 
 
    v). Audit findings – whether the audit disclosed any?  REJECT 
 

  vi). Major programs – identified?     MINOR, IF 
           ELSEWHERE 
           IN REPORT 
 
  viii). Dollar threshold – used to distinguish between  REJECT 
   Type A and Type B programs? 



19. SCHEDULE OF FINDINGS AND QUESTIONED COSTS (continued)  STATUS: 
 
 a.. 2. viii). Low-risk auditee – whether the auditee qualified  REJECT 
    as such? 
 
   ix). Prior audit findings – status?     REJECT 
 
   x). fraud – identified?      MINOR, IF 
            ELSEWHERE 
            IN REPORT 
 
   xi). Going-concern problem – identified?    MINOR, IF 
            ELSEWHERE 
            IN REPORT 
 
b. findings related to the financial statements where are required to be reported 
 in accordance with GAGAS? (This is not a stand-alone report). 
 
c. findings and questioned costs for federal awards that include the following 

 as audit findings: 
 
1. Reportable conditions in internal control over major programs?  MINOR IF 
           ELSEWHERE 
           IN REPORT 
 
2. Material noncompliance?       REJECT 
 
3. Known questioned costs that are greater than $10,000?   REJECT 
 
3. Other issues, unless otherwise reported, such as: 

 
 i). Fraud?         MINOR, IF 
           ELSEWHERE 
           IN REPORT 
 
 ii). Possible organization?      MINOR, IF 
           ELSEWHERE 
           IN REPORT 
 
STATUS OF PRIOR-YEAR FINDINGS 
 
The status of actions taken by the agency on findings and recommendations reported in the prior year audit shall 
be presented in this section.  Auditors should carefully determine that all prior year findings and 
recommendations, including those items separately reported under either the program compliance or internal 
control sections, are addressed.  Prior-year findings that have not been corrected should be included as current 
year findings and recommendations as well. 



STATUS OF PRIOR-YEAR FINDINGS (continued) 
 
20. If the prior audit report contained findings and questioned costs, does the report   STATUS: 
 address the status of these prior recommendations, as follows: 
 
  Audit Follow-up: 
   

a. include a summary schedule of prior audit findings describing 
whether or not- 
 
1. Corrective action taken is different from prior report?  REJECT 
 
2. Audit findings are not longer valid, under these circumstances: 

 
    i). Two years have passed since audit report was submitted? REJECT 
 
    ii). Federal agency or pass-through entity is not following REJECT 
     up?, and 
 
    iii). A management decision28was not issued?   REJECT 
 
21. If the audit report indicates the existence of a separate management letter, was a   REJECT 
 copy obtained?  If not, obtain a copy. (GAS 5.8, 5.25) 
 
A copy of the management letter issued during the audit shall be included in this section of the report or under a 
separate cover.  However, if a separate management letter is issued, a copy must be submitted to CDE.  SEE 
APPENDIX A1, PAGE A-79 for an example a separate management letter. 
 
22. Are all instances of noncompliance or material weakness in internal control affecting  MINOR 
 Federal awards that are included in the management letter, disclosed in the reports 
 On compliance and internal control for Federal Programs? 
 
23. Has the agency provided a corrective action plan to eliminate noncompliance with 

 Federal laws, and material weaknesses in internal controls, which include the following: 
 

a. Contact person –  
 

Name(s) given auditor by auditee or name(s) stated in the audit report,  REJECT 
Findings and corrective action plan? 
 

b. Action planned?         REJECT 
 
c. Anticipated completion date?       REJECT 
 

                                                 
28   Management Decision – an evaluation by Federal awarding agency or pass-through entity of the audit findings and corrective action plan and the issuance of a 
written decision as to what corrective action is necessary, as follows: 
 

a. Whether or not audit finding is sustained and the reason(s); 
b. Expected  auditee action; 
c. Additional information; and 
d. Six-month time frames. 



A corrective action plan for each finding and recommendation must be prepared by the agency and submitted as 
part of the audit report.  The corrective action plan must describe the specific actions planned or taken to correct 
the problem noted by the auditor.  General comments such as “Will implement,” “Accepted the 
recommendation,” or Will discuss at a later date” are not considered adequate corrective action plans. 
 
If the agency feels that the corrective action recommended by the auditor is not necessary or appropriate, a 
statement to that effect must be provided which includes the specific reasons why no action is necessary or 
appropriate. 
 
If the agency does not submit a corrective action plan before the report is prepared, the auditor should include a 
statement that the corrective action plan was not available.  The agency should prepare and distribute a 
corrective action plan to all holders of the audit report within 60 days after the issue date of the audit report. 
 
24. If the agency has determined that corrective action is not warranted, has it provided REJECT 
 a basis for disagreement in a statement describing the reason(s) that corrective 
 action is not necessary? 
 
25. Data Collection Form?         REJECT, IF 
             MAJOR 
             FEDERAL 



SINGLE AUDIT REVIEW CHECKLIST 
 

 
AGENCY/SPONSOR:             
 
AGREEMENT NUMBER (S):            
 
C.P.A.:               
 
FINANCIAL STATEMENTS PERIOD:       TO:        
 
DATE OF AUDITOR’S REPORT:              
 
DATE REPORT REVIEWED:        REVIEWER:       
 
REVIEW RESULTS:         AGENCY/ 
         FASD  SPONSOR   CPA 
         MEMO   LETTER LETTER 
         DATE:    DATE:      DATE:   
 
RESERVE FUNDS VERIFICATION REQUESTED:                         
 
RESERVE FUNDS VERIFICATION RECEIVED:                        
   
SCHEDULE OF MEALS/ENROLLEMENT/SITES VERIFIED     
 
AUDIT CLOSURE FOLLOW-UP ACTION REQUIRED     
 
INITIAL 2ND. 3RD. 
REVIEW: REVIEW: REVIEW: 
 

                      REPORT ACCEPTABLE, 
     NO DEFICIENCIES           
 
                  REPORT ACCEPTABLE, 
   MINOR DEFICIENCIES             
 

                         REPORT UNACCEPTABLE, 
     MAJOR DEFICIENCIES           

 
DEFICIENCIES NOTES:  
 
              
 
              
 
              
 
              
 
              
 
DATE COMPLETED:     



 
 
Qualifications and Independence 
  YES NO N/A 
 1.                  
  
 2.                  
 
 
Auditor’s Report on the Financial Statements and Supplementary Schedule of Expenditures of Federal Awards 
  YES NO N/A 
 3.a.                  
 3.b.                  
 3.c                  
 3.d                  
 3.e.                  
 3.f.                  
 3.g.                  
 3.h.                  
 3.i.                  
 3.j.                  
3.k.1.                  
3.k.2.                  
3.k.3.                  
3.k.4.                  
3.k.5.                   
3.l.1.                  
3.l.2.                  
3.l.3.                  
3.l.4.                  
3.l.5.                  
 3.m.                  
 4.a.                  
 4.b.                   
 4.c.                  
 5.a.                  
 5.b.                  
 6.a.                  
 6.b.                  
 6.c.                  
 7.a.                  
 7.b.                  
 8.a.                   
 8.b.                  
 9.a.                  
 9.b.                  
 9.c.                  
 9.d.                   
  
 
Financial Statements 
  YES NO N/A 
 10.a.                  
 10.b.                  
 10.c                  
 10.d                  
 
  



Supplementary Schedules  
  YES NO N/A 
10.e.1.                  
10.e.2.                  
10.e.3.                  
10.e.4.                  
10.e.5.                   
10.e.6.                  
10.e.7.                  
10.f.1.                  
10.f.2.                  
10.f.3.                  
  11.                   
  12.                  
 
Notes to the Financial Statements  
 YES NO N/A 
 13.                   
  14.                  
   
Schedule of Expenditures of State and Federal Awards 
 
15.a.                  
15.b.                  
15.c.                  
15.d.                  
15.e.                  
15.f.                  
  16.                  
 
Report on Compliance/Internal Control – Government Auditing Standards 
  YES NO N/A  
17.a.                  
17.b.                  
  Compliance: 
17.c.                  
17.d.                  
17.e.                  
17.f.                  
  Internal Control Over Financial Reporting: 
17.g.                  
17.h.1.                  
17.h.2.                  
17.h.3.                  
17.i.1.                  
17.i.2.                   
17.i.3.                  
17.i.4.                  
17.j.                  
17.k.                  
17.l.                  



Supplementary Schedules  
  YES NO N/A 
Compliance: 
18.a.                  
18.b.                  
18.c.                  
18.d.                  
18.e.                   
18.f.                  
18.g.                  
18.h.                  
18.i.                  
18.j.1.                  
18.j.2.                   
18.j.3.                  
18.j.4.                  
18.i.                  
18.l.1.                  
18.l.2.                  
Internal Control Over Compliance: 
18.m.                  
18.n.                  
18.o.1.                  
18.o.2.                   
18.0.3.                  

 18.o.4.i.                  
 18.o.4.ii.                   
 18.4.o.iii.                   
 18.o.4.iv.                  

18.o.4. v.                  
18.p.1.                  
18.p.2.                   
18.p.3.                  
18.p.4.                  
18.q.                  
18.r.                  
18.s.                  

 
Schedule of Findings and Questioned Costs 

  YES NO N/A 
19.a.1.                  

 19.a.2.i.                   
 19.a.2.ii..                  

 19.a.2.iii.                   
 19.a.2.iv.                   
 19.a.2.v.                  
 19.a.2.vi.                  
 19.a.2.vii.                   
 19.a.2.viii.                  
 19.a.2.ix.                  
 19.a.2.x.                   
 19.a.2.xi.                  
 19.b.                  

 
 



Schedule of Findings and Questioned Costs (continued)  
 YES NO N/A 

 19.c.1.                   
 19.c.2.                  
 19.c.3.                  
  19.c.4.i.                   
 19.c.4.ii.                  

   20.a.1.                  
 20.a.2.i.                   
  20.a.2.ii.                  
 20.a.2.iii.                  

   
Other 
  YES NO N/A 
 
21.                  
22.                  
23.a.                  
23.b.                  
23.c.                  
24.                  
25.                  



APPENDIX  G

ILLUSTRATIVE MANAGEMENT REPRESENTATION LETTER
FOR

AGREED-UPON PROCEDURES ENGAGEMENT

AGREED-UPON PROCEDURES ENGAGEMENT:



An agreed-upon procedures engagement is one in which an auditor is engaged by an agency to issue a report of
findings based on specific procedures performed on the subject matter of an assertion.  An agency engages an
auditor to assist the CDE in evaluating an assertion as a result of a need or needs of the CDE of the report.  The
CDE and auditor agree upon the procedures to be performed by the auditor that CDE believes to be appropriate.
CDE neither requires that the auditor perform either an examination or a review nor provide an opinion or
negative assurance about the assertion.  Instead, the auditor's report on agreed-upon procedures is in the form of
procedures and findings.

ASSERTIONS AND RELATED SUBJECT MATTER:

An assertion is any declaration , or set of related declarations taken as a whole, by a party responsible for it.
The subject matter of an assertion is any attribute, or subset of attributes, referred to or contained in an assertion
and may in and of itself constitute an assertion.

In an agree-upon procedures engagement, it is the specific subject matter of the assertion to which the agreed-
upon procedures are to be applied that must satisfy the conditions set forth.

ATTESTATION STANDARDS:

The General, Fieldwork and Reporting standards for attestation engagements are followed by the auditor in
performing and reporting on agreed-upon procedures engagements.  Refer to Section 6000.03, Standards,
AICPA's Codification of Statements on Standards for Attestation Engagements.

SUFFICIENCY OF AGREED-UPON PROCEDURES:

CDE's responsibility for the sufficiency of the agreed-upon procedures and its understanding and agreement of
the procedures to be performed by the auditor is documented in the engagement letter.



PROCEDURES TO BE PERFORMED:

The auditor should obtain evidential matter from applying the agreed-upon procedures to provide a reasonable
basis for the finding or findings expressed in the report, but should not perform additional procedures outside
the scope of  the engagement to gather additional evidential matter.  Examples of appropriate procedures
include:

• Execution of a sampling application after agreeing on relevant parameters.

• Inspection of specified documents evidencing certain types of transactions or detailed attributes.

• Confirmation of specific information with third parties.

• Comparison of documents, schedules, or analyses with certain specified attributes.

• Performance of specific procedures on work performed by others (including the work of internal
auditors).

• Performance of mathematical computations.

Examples of inappropriate procedures include:

• Evaluating the competency or objectivity of another party.

• Mere reading of the work performed by others solely to describe their findings.

• Obtaining an understanding about a particular subject.

• Interpreting documents outside the scope of the auditor's professional expertise.

The auditor should not report on an engagement when CDE disagrees with the procedures performed or to be
performed and does not take responsibility for the sufficiency of the procedures.

ILLUSTRATIVE MANAGEMENT REPRESENTATION LETTER:

The assertion is presented in writing in a representation letter or another written communication from the
agency. Examples of written assertions include:

• A statement that the agency maintained effective internal controls over financial reporting based upon
established criteria as of a certain date.

• A narrative description about the agency's compliance with requirements of specified laws, regulations,
rules, contracts, or grants during a specified period.

• A schedule of statistical data prepared in accordance with the policies of the agency for a specified
period.



MANAGEMENT REPRESENTATION LETTER
FOR AGREED-UPON PROCEDURES ENGAGEMENT

September XX, 2000

Bean, Bean and Counter, CPA's, Inc.
775 Anystreet
Smalltown, CA  9xxxx

Dear Executive Director:

In connection with your agreed-upon procedures engagement for the California Department of Education's
(CDE's) Nutrition Services Division, related to our operation of the Child and Adult Care Food
Program(CACFP)(CFDA No. 10.558) during the period of July 1, 1999 through June 30, 2000, we confirm to
the best of our knowledge and belief, the following representations made to you during your performance of the
agreed-upon procedures.

I.   We are responsible for operating the CACFP in compliance with the following requirements:

A. Activities Allowed or Unallowed:

1. Meal claimed for reimbursement must:

(a) be served to eligible children;
(b) be supported by meal counting methods that generate accurate counts, and by records evidencing

that such counts had been made; and
(c) meet Federal nutritional requirements at 7 CFR 226.20

2. CACFP reimbursement payments applied to administrative costs must be in accordance with the
management plan approved for this institution by the CDE. (7 CFR 226.6(f)(2))

3. The CACFP must be operated on a non-profit basis.  All revenues generated by the program's
 operation must be used solely for the operation and improvement of the program.  (7 CFR
226.15(e)(12))

B. Allowable Costs/Cost Principles:

All administrative and meal production costs charged to the institution's non-profit food service must
conform to the Federal cost principles at 7 CFR 3015.193.



MANAGEMENT REPRESENTATION LETTER
FOR AGREED-UPON PROCEDURES ENGAGEMENT
Page 2

I.    C.  Eligibility:

1.    Meals claimed for reimbursement may be served only to children as defined at 7 CFR 226.2.

2. Claims for meals served free or at reduced price must be supported by eligibility determinations
made in accordance with regulations at 7 CFR 226.23.

D.  Reporting:

All CACFP claims for reimbursement submitted to the CDE must be supported by records substantiating
the accuracy of meal counts reported therein.

II.  We have made available to you all:

A. Financial record and related data pertaining to our operation of the CACFP during the period July 1,      
      1999 to June 30, 2000.  

B.  Known matters contradicting our assertions of compliance with the requirements stated in I. Above,
            of which there are none.

III.  To the best of our knowledge and belief, there have been no:

A. Irregularities involving management, employees, or contractors who have significant roles in the
      administration of or performance under the CACFP.

B. Communications from regulatory or oversight agencies concerning noncompliance with requirements of
      our agreement with the CDE for the operation of the CACFP.

IV. We have no undisclosed plans or intentions that may materially affect our operation of the CACFP under
  our agreement with the CDE.

XYZ Child Development, Inc.

Signature:                                                               

Title:                                                                       

Date:                                            
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